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PREFACE 


any but communist society, and perhaps not less truly 

though differently communist economy, there can 

few questions more crucial than this: Can Prices, Pro- 

duction and Employment Effectively Whether 

regulation can genuinely effective, what methods can 

best accomplished, how far can without undue sacrifice 

other values—these are problems more than ephemeral 

moment. The prolongation the business depression through 

the year 1931, the prevalence unemployment, and the 

dramatic development world financial crisis gave tragic 

emphasis such problems these and imparted the dis- 

cussion the Annual Meeting (Fifty-first Year) the 

Academy Political Science unhoped-for gravity and 

timeliness. 

The Annual Meeting was held the Hotel Astor New 

York City November 13, 1931. The program was 

follows: 


PROGRAM 


First Session 


Friday, November 13, 1931, 
North Ballroom, Hotel Astor 


Topic: Methods for Dealing with Unemployment 
Dr. RANDOLPH Burcess, Presiding 
Deputy Governor, Federal Reserve Bank New York 
Community Responsibility for the Relief and Prevention 
Unemployment. 
ALLEN Executive Director, Association Com- 
munity Chests and Councils. 
The Rochester Unemployment Benefit Plan. 
Marion Assistant Treasurer, Eastman Kodak 
Company. 
Unemployment Insurable? 


FREDERICK President, Metropolitan Life Insur- 
ance Company. 
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European Experience with Unemployment Insurance. 


Bryce Director Research, Industrial Rela- 
tions Counselors. 


Discussion. 


Second Session 
Friday, November 13, 2:30 
North Ballroom, Hotel Astor 
Topic: Readjustments Production, Prices and Wages 


SHEPARD Presiding 


Vice-President, Chase National former Director, 
Office for Reparation Payments, Berlin. 


Can Agriculture Affect Prices Controlling Production? 


Dr. Epwin Director, Institute Economics 
the Brookings Institution. 


Industrial Production and Price Control. 


Epstein, Professor Economics, University 
Buffalo. 


The Maintenance Wages. 


Jr., Director, Labor Bureau, Inc.; 
Editor, The New Republic 


The Necessity for Wage Adjustments the Present Crisis. 


Rorty, Consulting Economist. 


Stabilization Industry. 


GERARD President, General Electric Company. 


Discussion. 


Third Session 
Annual Dinner Meeting 


Friday, November 13, 
Grand Ballroom, Hotel Astor 


Topic: The World Crisis 


The Hon. Presiding 


Former United States Ambassador Germany and Great 
Britain, and President the Academy Political 
Science. 


% 


PREFACE vii 


The Hon. Davis 
Member the Financial Committee the League 
Nations; former Assistant Secretary the Treasury 
and former Acting Secretary State. 


The Hon. RITCHIE 
Governor the State Maryland. 


SHOTWELL 
Professor Columbia University; Director, 
Division Economics and History, Carnegie Endow- 
ment for International Peace. 


For the convenience readers who were unable attend 
the sessions the Hotel Astor brief biographical sketches 
the speakers the program are given here alphabetical 
order. 


RANDOLPH Deputy-Governor the Federal 
Reserve Bank New York, presided the First Session 
“Methods Dealing with Unemployment”. Mr. Burgess 
has been with the Federal Reserve Bank New York more 
than ten years. 1920 became editor the bank’s 
Monthly Review Credit and Business Conditions, and 
1923 was made Assistant Federal Reserve Agent. During the 
World War was Statistician for the Council National 
Defense and the War Department, and Acting Chief Statis- 
tics for the General Staff, with the rank major. the 
author volume Reserve Banks and the Money 
Market (1927) and numerous articles statistics and 
finance. 


ALLEN has been Executive Director the Associ- 
ation Community Chests and Councils since 1926. After 
taking his degree the University Chicago, and pursuing 
further studies the divinity and graduate schools there, Mr. 
Burns devoted himself social service, first Y.M.C.A. 
secretary, then Dean the Chicago School Civics and 
Philanthropy, 1907-9, Secretary the Pittsburgh Civic Com- 
mission, 1909-14, Director the Cleveland Foundation, 1914- 
1918, Director Americanization studies for the Carnegie 
Corporation, 1918-21, Chairman the Labor Adjustment 
Board the Rochester Clothing Industry, 1921-22. was 
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Executive Director the National Information Bureau 
New York from 1922 1925. 


NorMAN Davis began his business career Cuba, 
shortly after the Spanish-American War, became interested 
banking, sugar, and other enterprises, and organized the 
Trust Company Cuba, which served president from 
1905 1917, when accepted the post adviser the 
Secretary the Treasury connection with foreign loans. 
1918 represented the Treasury London and Paris; and 
finance commissioner the United States 
Europe, member the Armistice Commission, member the 
Supreme Economic Council, financial adviser President 
Wilson, and member the Reparations and Financial Com- 
missions the Paris Peace Conference, had important 
part the international negotiations which concluded the 
World War. Returning Washington, became Assistant 
Secretary the Treasury charge Foreign Loans, from 
November 1919 June 1920, and Under Secretary State 
from June 1920 March 1921, during part which period 
was Acting Secretary State. has also served 
Chairman the Conference International Communications, 
Chairman the Commission appointed the League 
Nations determine the status the disputed territory 
Memel, and member the American Delegation the 
International Economic Conference Geneva 1927. More 
recently has been appointed member the Financial 
Committee the League Nations. Mr. Davis served 
Chairman the Program Committee which arranged this 
Annual Meeting the Academy. 


FREDERICK President the Metropolitan Life 
Insurance Company, brought life-time insurance experi- 
ence bear the topic Unemployment 
has been with the Metropolitan Life Insurance Company 
since 1883, and has held office that company first Comp- 
troller, 1905, then Treasurer, 1906, Director, 1909, Vice- 
President, 1919, and finally President. also Vice- 
President the Union Dime Savings Bank and the New 
York State Chamber Commerce; Treasurer the Provident 
Loan Society and director the Chase National Bank, the 
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American Express Company, the Western Pacific and several 
other railroad companies, and various other corporations. 


RALPH EPSTEIN, professor economics the University 
Buffalo, the author The Automobile Industry: Its 
Economic and Commercial Development (1928); Supple- 
mentary Readings Economics (1929); Trends Buffalo 
Real Estate Assessments (with Florence Clark, 1929). 


Marion spoke The Rochester Unemploy- 
ment Insurance Plan” the First Session. Assistant 
Treasurer the Eastman Kodak Company Mr. Folsom was 
able give first-hand information regarding the purposes and 
the methods unemployment relief measure which has 
attracted nation-wide attention. 


ALANSON HouGHTON, President the Academy 
Political Science, resigned from Congress 1922 order 
represent the United States Berlin Ambassador Ger- 
many from 1922 1925, and London Ambassador 
Great Britain from 1925 1928. Mr. Houghton was former 
President and now Chairman the Board the Corning 
Glass Works. 


SHEPARD Vice-President the Chase National 
Bank, presided the Second Session. the period the 
Dawes Plan Mr. Morgan served Berlin Economic Adviser 
the Transfer Committee and later Finance Director, 
Office for Reparation Payments. went Paris the 
instance the Chairman the Committee Experts 
1929 and drafted the sections the Young Plan dealing with 
the Bank for International Settlements, which, after considera- 
tion the appropriate subcommittee, the main committee 
adopted its report. later participated the final work 
the Statutes the Bank Baden-Baden and The Hague. 


the Brookings Institution, was formerly instructor finance 
the Wharton School Finance and Commerce, University 
Pennsylvania, 1909-10; professor economics and soci- 
ology the University South Dakota, 1910-12, and the 
University Arkansas, 1916-18; professor agricultural 
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economics lowa State College, and Chief the Agricultural 
Economics Section the lowa Experiment Station, 1918-23; 
then Chief the Agricultural Division the Institute 
Economics (1916) The Chicago Produce Market 
(1918); American Agriculture and the European Market 
(1924); The Legal Status Agricultural Co-operation 
(1927). Dr. Nourse edited the Journal Farm Economics 
from 1925 1927. 


ALBERT RITCHIE, Governor Maryland, was born 
Richmond, Virginia, received his A.B. from Johns Hopkins, 
studied law the University Maryland, and began practice 
Baltimore, 1898. While pursuing what soon proved 
distinguished legal career, also held law professor- 
ship the University Maryland, and served the city 
Baltimore first Assistant City Solicitor, then Assistant 
General Council the Public Service Commission. became 
Attorney General the State Maryland 1916. 1918 
was General Council the War Industries Board. Since 
1920 has been Governor his state, twice reélected, and 
now his third gubernatorial term. 


has been identified with the telephone 
industry ever since graduated from Cornell University, 
1896, with degree electrical engineering. had served 
the American Telephone and Telegraph Company for 
number years, first commercial engineer, then special 
agent, chief statistician, and Assistant Vice-President, when 
1923 was elected the office still holds Vice-President 
the International Telephone and Telegraph Corporation. 
From 1923 1927 was also President the International 
Telephone Securities Corporation. the author 
volume Some Problems Current Economics (1922) and 
has been actively identified with the Stable Money Association 
Vice-President, and with the National Bureau Economic 
Research President, 1922-23, and Chairman the Board, 
1924-25. 


SHOTWELL, professor history Columbia Uni- 
versity, was Chief the Division History and member 
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the International Labor Legislation Committee the Paris 
Peace Conference 1918-1919, and member the Organiz- 
ing Committee the first post-war International Labor Con- 
ference 1919. Since 1919, General Editor the 
Carnegie Endowment’s monumental Economic and Social 
History the World War, has devoted much his time 
organizing research, distinguished economists many 
nations, the economic aspects war. has likewise been 
active and prominent formulating proposals for the solution 
international problems and the promotion world peace. 
Trustee the Carnegie Endowment for International 
Peace and Director its Division Economics and History. 
His volume War Instrument National Policy 
outstanding importance. 


GEORGE SOULE, JR., has been associated with The New 
Republic since 1914 and one its editors since 1924. Since 
serving investigator for the Inter-Church World Movement 
Commission the steel strike 1919, has made number 
special studies the field labor, and has written The 
New Unionism (with Budish), Wage Arbitrations, and 
The Useful Art Economics. has served director 
the Labor Bureau, Inc., since 1920 and director-at-large 
the National Bureau Economic Research since 1922. 


Bryce Director Research the Industrial 
Relations Counselors, Inc., spoke the First Session 
“European Experience with Unemployment Insurance”. Mr. 
Stewart the author Unemployment Benefits the United 
States, issued the Industrial Relations Counselors 1931, 
and also earlier books Canadian Labor Laws and the 
Treaty (1926) and The Employment Service Canada 
(1919). has recently conducted research study un- 
employment insurance Europe. 


GERARD whose plan industrial organization has 
evoked such keen interest and wide comment, discussed various 
aspects his plan relation the stabilization industry, 
the Second Session. Mr. Swope studied electrical engineer- 
ing the Massachusetts Institute Technology, entered the 
employ the Western Electric Company and rapidly ascended 
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the ladder executive responsibility, becoming General Sales 
Manager 1908 and Vice President 1913. 1919 was 
elected President the International General Electric Com- 
pany. Since 1922 has been President the General 
Electric Company. director the International 
General Electric Company, the Radio Corporation America, 
the National Broadcasting Company, the Radio-Keith 
Orpheum Corporation, the National City Bank, the Inter- 
national Power Securities Company, the United Electric 
Securities Company, the Electric Over-Seas Investment Com- 
pany, the British Thomson-Houston Company, the Compagnie 
Thomson-Houston, the Compagnie des Lampes, the 
Société d’Electricité Mécanique, the Société Financiére 
pour Développement the Italian Super- 
Power Corporation, and other kindred enterprises. has 
long been interested problems social welfare, and 
President Greenwich House, New York City. 


The Academy deeply indebted the distinguished speak- 
ers who took part the Annual Meeting and the Program 
Committee, list whose members given below. 


COMMITTEE PROGRAM AND ARRANGEMENTS 


Davis, Chairman 
Miss ETHEL WARNER, Director 


RANDOLPH BURGESS OGDEN 

Davis WESLEY MITCHELL 
RAYMOND PARKER Moon 
ALANSON HOUGHTON SHEPARD MORGAN 
PIERRE JAY WILLIAM RANSOM 
SAMUEL McCUNE LINDSAY SELIGMAN 
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RANDOLPH BURGESS 
Deputy Governor the Federal Reserve Bank New York 


pleasure call order the Annual Meeting The 

Academy Political Science. should like remind 
you that this the fifty-first year that the Academy has 

been holding meetings for the discussion important econ- 
omic and political topics, has been publishing magazine, and 
general encouraging the free discussion national problems. 

Despite this fact are now the depths one the most 
severe depressions the country has ever experienced. There 
only one topic that could discuss this meeting, and that 
the problem the crisis which the country finds itself. 

There are two phases that general discussion. One re- 
lates itself the question how can climb out this 
hole which and the rest the world are plunged, and 
the other relates the hospitalization problem, “to bind 
the nation’s wounds, care for him who shall have borne the 
These two problems are related. suspect that the 
ray light that are now beginning see the Eastern 
horizon, the little bit cheer the atmosphere, making 
good deal easier this winter meet the problem taking 
care relief. 

suspect also that the efficiency with which the relief prob- 
lem handled, the problem unemployment, important 
factor the business recovery. The depression has now 
become tremendous extent psychological and the extent 
that meet wisely our relief problem, work toward the 
recovery. 

These two phases the problem will discussed our 
meeting today. start this morning with the problem 
unemployment, which relates itself both phases, the question 
how can get greater stability employment, and the 
question caring for the unemployed today. 


1Introductory Remarks the First Session the Annual Meeting 
(Fifty-first Year) the Academy Political Science, November 13, 1931. 
[461] 
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have for our morning program, speakers who represent 
various approaches this problem: industry, the relief 
agencies, the experts insurance, and the approach 
research. 

Our first speaker Mr. Allen Burns, Executive Director 
the Association Community Chests and Councils. 
There are this country 381 community chests. These have 
formed many our cities our first line defense, our 
organizing centers for meeting our relief problems. The 
Association Community Chests, which ties these together 
national way, has done its work splendidly that when this 
problem became acute they were asked the President 
extend their work cover all those cities over 25,000 which 


there was chest organized, addition the cities that 
had chests. 
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COMMUNITY RESPONSIBILITY FOR THE RELIEF 
AND PREVENTION UNEMPLOYMENT 


ALLEN BURNS 
Executive Director, Association Community Chests and Councils 


noteworthy word the topic assigned me, Com- 
munity Responsibility for the Relief and Prevention 
times would have talked about charity, benevolence bene- 
ficence regard the relief unemployment, but today 
are talking about That marks very great 
difference the attitude that people have taken toward this 
problem during the last year two. 

suppose the change attitude toward such questions goes 
back the Great War. used that could take 
attitude optional voluntary relationship toward such 
problems. The old Biblical question, Who did sin, this man 
his parents, that should born was carried out 
our attitude toward most objects charity relief, assum- 
ing that somehow other there was individual fault 
blame that could assessed; that those who helped 
carry the burden did out the goodness our hearts, 
kind gratuity work supererogation that netted credit 
the benevolent and gave something beyond their deserts 
the objects benevolence. 

During the Great War that spirit became obsolete. our 
war gift campaigns for the boys over there did not feel 
that were any sense the superiors, benefactors. 
were only partners with them great common enterprise. 
were doing our bit over here, and they were doing much 
larger stint over there, and together were working the 
one great cause. 

That attitude partnership giving has spread calami- 
ties other than war. has permeated other social actions. 
There was time when tried assess individual blame for 
industrial accidents, and our courts were clogged and filled 
with the efforts find out whether this man did sin his 
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fellow servant that should maimed. gave all 
hopeless case and accepted industrial accidents some- 
thing inevitable great partnership industry, for which 
all the partners were assessed varying degrees. 

that same attitude that have come have the 
matter the relief unemployment when use the word 
responsibility rather than benevolence. throughout the 
country have devised schemes for making this relief practic- 
ally compulsory matter. have social arrangements 
devices that are making feel just much slackers today 
fail our share our great war work campaigns. 

The Gibson Committee device that sort that knows 
how apply the social pressures and compulsion involved 
the attitude responsibility rather than just voluntary 
benevolence. our Community Chest cities, think, 
have even more compelling device because leaves out 
the possibility competitive appeals such are now 
witnessing New York, and its all-inclusiveness prevents the 
possibility the alibi, giving something else.” 
inclusive not only the objects the giving, but also 
the participation the giving, that practically every family 
becomes part, recognizes its partnership; and talking 
social compulsion, not economic compulsion. But have 
hit upon devices that their methods and procedure are based, 
though perhaps unconsciously for many us, this sense 
responsibility partnership. have passed other words 
from the old principle noblesse oblige new application 
of, were, particeps criminis. are partners the great 
calamity, and our relationship one responsibility. 

One the natural consequences this acceptance com- 
munity-wide inclusive responsibility toward calamity like 
unemployment that community sooner realizes and 
accepts this kind attitude than puts into force even 
more inclusive method sharing the load than that volun- 
teer giving, namely, public governmental assumption the 
load. spite much that has been said that would lead 
infer that volunteer private giving bearing the great 
bulk the load, the fact that the natural consequence 
accepting community responsibility has occurred, namely, that 
our municipalities have taken over the great bulk this relief. 

[464] 
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Reports received yesterday from the Russell Sage Founda- 
tion, which issues monthly bulletins the relief burden 
our great cities, show that September our largest 
cities per cent all the relief given came out the munici- 
pal treasuries. Last year figures compiled the Federal 
Children’s Bureau showed that per cent the relief 
throughout the country had come out local public funds. 
That development, sure surprising many you here, 
another registry this attitude that there responsibility, 
and that responsibility comes recognized all- 
inclusive common all, only natural that the best 
representative our common responsibility, namely, our 
official community, should have very large share the 
burden. That least what has been going our country, 
and due without any question the fact the spread 
this sense responsibility rather than optional merely 
voluntary relationship toward great calamity. 

remember the end the Prosser drive year ago Mr. 
Owen Young’s saying that should get out our minds 
altogether the notion that somehow were bestowing 
gratuity granting charity some poor unfortunates. All 
were doing was trying very rough way spread more 
equitably the cost the great catastrophe. That epitomizes 
the attitude which indicated the title this address, and 
which accepted more and more widely throughout the 
country. 

Responsibility, however, interpreted today, means account- 
ability. Once admit responsibility, must take into 
consideration the results and effects our relief much 
the sources. there good deal more consciousness 
today that there something more involved than just giving 
away relief funds. apparently are concerned New 
York more than ever the ineffectiveness bread lines 
and soup kitchens and all kinds indiscriminate giving. 
suppose that due the fact that even with the most friendly 
and scientific and modern methods charity, there 
inescapable result continued and permanent dependence 
among certain proportion those who are unfortunate 
enough have come depend for while charity. 

The relief curves all our great charitable organizations 
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show that after the peaks unemployment relief, the general 
level the number dependent families community 
never sinks low was before the great peak un- 
employment period. The great peak the depression 
1921 left general level relief the city Cleveland far 
above the general level that had prevailed. accept 
responsibility, have become concerned about that kind 
thing. Today New York are having investigation 
made whether relief has been given those who most 
needed it, and given the way that will help most. That 
part this acceptance responsibility. 

Along with this sense responsibility and this concern 
about results has gone tremendous movement for work relief 
jobs rather than alms. This has become characteristic 
the present depression. were not anxious 
whether beneficiaries charitable funds became permanently 
dependent, should not have become concerned have 
been these particular two years about better method than 
mere charity dispensing the necessary help. the larger 
share both our volunteer funds here New York and 
our municipal appropriations goes work relief rather than 
sheer gratuities. course the latter are necessary and has 
yet been impossible for devise methods work relief 
that are sufficient and widespread enough care for all the 
kinds dependents that have. Nevertheless, the large 
proportion funds spent work relief the best evidence 
the fact that are taking responsibility for the results upon 
the beneficiaries well responsibility for seeing that there 
something like adequate amount relief. 

From this point view proceed the principle that the 
first responsibility local. Because all the discriminations 
that need made, because the value the personal 
relation administering charity, relief has become America 
localized activity, and believe very properly and desirably 
so. The farther away get from the place where the need 
acute, the less likelihood there that the relief will 
administered such way leave the smallest possible 
residuum permanent dependence. 

Ever since the $20,000,000 appropriation was made the 
New York State Legislature very large part the time 
[466] 
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the local relief organizations this state and our national 
association has been occupied with devising ways which 
the state fund can distributed the greatest amount 
good and the least possible harm. think that with the 
possibility national appropriation the offing, and 
advocated many, this principle, that the nearer the 
object need the relief originates the more help will 
rendered, deserves paramount consideration. have passed 
from strictly local state relief only because believed that 
the necessities the case required it. hope, and all the 
legislation that has been passed far indicates, that this 
should temporary rather than permanent arrangement. 
sure that any consideration national appropriations 
will need give even greater consideration this possibility 
doing greater harm and less actual good the recipient, 
with the increasing remoteness the bestower. 

May add another point the deductions from this attitude 
responsibility, which new and yet widespread, and 
which has been effective this depression. Once accept 
compulsion share the cost, are far the road toward 
the most effective methods prevention. May again use 
our experience with accident compensation illustration. 
There has never been effective method preventing in- 
dustrial accidents the obligatory bearing the cost 
industry, and indirectly the consumers. Once had 
gotten away from the old search for the individual blame for 
the industrial accident the recognition the partnership 
all industry the casualty, and the assessing the cost back 
industry, and finally the consumer, began have 
effective accident-prevention movement this country. The 
principle bearing the cost matter obligation and 
responsibility has been fundamentally responsible for bringing 
about the application our ingenuity and inventiveness the 
prevention accidents America. 

predict that just certainly there moral drawn 
from the new attitude toward unemployment. Once accept 
the principle that the bearing sharing the cost not 
voluntary and optional, but compulsory and obligatory, are 


the way toward the prevention unemployment the 
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same line reasoning and procedure that has worked 
effectively the prevention accidents. 

When accept the responsibility for sharing the cost 
unemployment relief, begin become interested its 
prevention, and predict that shall see the same line 
development the case accidents. Some kind un- 
employment insurance—what kind not qualified pre- 
dict—will evolved. shall experiment with voluntary 
and compulsory and contributory and many other kinds, but 
perfectly sure that are today the same relationship 
unemployment that were industrial accidents twenty 
years ago. 
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THE ROCHESTER UNEMPLOYMENT 
BENEFIT PLAN 


~ 


MARION FOLSOM 
Assistant Treasurer, Eastman Kodak Company 


the Industrial Management Council the Rochester 

Chamber Commerce that fourteen companies 

Rochester had adopted the Rochester Unemployment Benefit 

Plan. Since then five other companies have adopted the plan 

and expect several others before the end the year. These 

nineteen concerns normally employ 28,000 persons, approxi- 

mately per cent the industrial employees the city. 

They vary size from one forty-five employees the 

Eastman Kodak Company, which normally employs 13,000 
Rochester. The companies are: 


Eastman Kodak Co. 

Bausch Lomb Optical Co. 

Stromberg Carlson Telephone Mfg. Co. 
Rochester Telephone Corporation 

The Gleason Works 

Taylor Instrument Companies 

The Todd Co. 

The Pfaudler Co. 

Consolidated Machine Tool Corporation 
Vogt Manufacturing Co. 

Yawman Erbe Manufacturing Co. 
Sargent Greenleaf, Inc. 

Davenport Machine Tool Co. 

Cochrane Bly Co. 

Hungerford Smith Co. 

Pulver Co., Inc. 

Leary’s Dyeing Dry Cleaning Co. 
Sullivan Baby Shoe Manufacturing Co. 
Stecher Lithograph Co. 


February 18, announcement was made through 


The products these companies and the nature their busi- 
[469] 
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nesses vary considerably. was originally the hope those 
who devised the plan that could adopted any manu- 
facturing company regardless size the nature its in- 
dustry. The fact that nineteen companies, different size 
and products, have already adopted the plan would indicate 
that practical and worthy consideration other 
companies. 


Stabilization Methods Use 


Many the companies have been giving study for number 
years stabilization methods. Some them have almost 
entirely eliminated seasonal unemployment and have reduced 
minimum unemployment due business depressions. 
Some the methods which they used are accurate forecasting 
sales, careful planning, scheduling production, building 
inventories during slack seasons, diversification pro- 
ducts, education the public against seasonal buying, chang- 
ing hours meet changes volume, price concessions during 
the off season. 

illustration the methods used and the results 
obtained, will describe the experience the Kodak Park 
plant the Eastman Kodak Company, which normally em- 
ploys 7,500 persons. The principal products this plant are 
highly seasonal. The sales roll film November, for 
instance, are only per cent the total yearly sales and 
July, the peak month, per cent. Thirty years ago the com- 
pany adopted the policy producing constant rate 
possible throughout the year, instead the rate which 
goods are sold. that time steps were taken accumulate 
stocks during the slack season, although this meant large 
capital investment refrigerator plant for the store room 
which sensitized goods are kept and also increase the 
carrying charge the inventories. There are four steps 
this stabilization plan. (1) accurate forecast sales 
made the Statistical Department with the 
Sales Department. (2) This annual forecast then broken 
down into monthly estimates sales based upon study 
the seasonal variation over period years. (3) The most 
economical production level for the year determined upon, 
allowance being made for vacation demands during the 
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No.4] ROCHESTER UNEMPLOYMENT BENEFIT PLAN 
summer months. The plan calls for steady production dur- 

ing ten months, and decreased production during the two 

summer months, which happens the time the sales 

peak. (4) The normal amount stock carried all 

times the year determined. The minimum stock carried 

the end the busy season, and stocks are built during 

the slack season. 

result this program Kodak Park Works, from 
1922 through 1929 the number employees laid off account 
lack work averaged only per cent the force. During 
this period the highest lay-off any one year was less than 
per cent the force and the lowest 7/10 The 
company has thus been able give steady employment 
workers, and both the company and the employees have bene- 
fited. With production uniform throughout the year not 
necessary have large investment plant and equip- 
ment. This saving carrying charges the plant much 
more than offsets the additional carrying charges due 
higher inventories during the slack season and the larger 
storage facilities. this uniform production would 
also necessary have highly trained operators who would 
busy only during few months. Workers steadily employed 
produce higher rate than those employed only part the 
year. normal times, therefore, this method has enabled 
the company produce lower cost and the employees have 
had steady work. 

This method designed primarily eliminate the effects 
seasonal variation. has been found, however, that the com- 
pany also better position meet business depressions, 
organization has been built assemble the facts, make 
forecasts sales, and control production and stocks. 

Several the other companies that have adopted the un- 
employment plan have used similar methods stabilizing 
employment within their plants. They have also during the 
present depression done much repair and maintenance work 
possible order keep the force employed. Several 
the companies have engaged building operations giviag 
employment many workers who otherwise would have been 
idle. Special efforts have been made stimulate sales. 
has also been the practice these concerns, where was 
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necessary curtail output, reduce working hours and spread 
the work, thereby keeping lay-offs minimum. 

All this stabilization work could not eliminate the un- 
employment during this world-wide depression and the prob- 
lem remained. When the plan was announced the manage- 
ments these companies stated that they believed the most 
sensible and practical method far suggested for reducing 
unemployment and minimizing its effects was along the line 
creating substantial reserves basis for unemployment 
benefits paid during future times unemployment. They 
believed that these reserves should voluntarily set and 
maintained the companies and should not compulsory 
the form government insurance. 


Outline the Plan 


The companies have adopted the same general plan but 
each will administer its own plan separately. Each company 
will build its own unemployment reserve fund during period 
years, beginning 1931. Careful estimates have been 
made the liabilities assumed under the plan and felt 
that sufficient reserves will have been accumulated 1933 
that unemployment benefits could paid that year neces- 
sary. benefits will paid prior 1933. annual 
appropriation per cent the payroll will made, the 
amount depending upon the degree stabilization reached 
the company, until the fund reaches maximum equal five 
annual appropriations. Any payments made from the fund 
after the maximum has been reached will replaced 
additional appropriations the regular annual rate. 

Some the companies plan turn their funds over 
trustees, but others will handle the reserves themselves. 

contributions will made employees during normal 
times. If, however, after January 1933 there pro- 
longed period unemployment and seems the manage- 
ment that the fund will inadequate take care the 
benefits, emergency will declared and all officials and 
employees the company who are not receiving unemploy- 
ment benefits will assessed per cent their earnings. 
These deductions will added the unemployment reserve 
fund. The companies will appropriate into the fund equal 
amount addition the annual appropriation. 
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The plan will administered committee appointed 
the management, which both the employees and the manage- 
ment will represented. 

All employees earning less than $50 week who have been 
the employ the company for one year more are covered. 
The unemployment benefit will per cent the average 
weekly earnings the unemployed person, with maximum 
$22.50 week. The benefits will payable after two con- 
tinuous weeks unemployment. The maximum number 
weekly benefits varies with the length service follows: 


Length Service Benefits 
3 “ to 4 “ II “oe 


Benefits will paid part-time worker make the 
difference between his actual earnings and the amount 
would receive benefits were wholly unemployed. 
working per cent normal time, more, would not 
receive benefits. 

employee obtains permanent work outside, the benefits 
will cease. employee obtains temporary work outside 
will still eligible for benefits, but case will his weekly 
benefits and his earnings the temporary work exceed his 
actual earnings prior lay-off. 

order receive benefits, laid-off employee will report 
the company frequently the company may require. 
blank will furnished which will state what steps 
has taken obtain employment. The employee must also 
register the Rochester Central Employment Bureau. When 
job available the Bureau will notify both the employee and 
the company, and the employee refuses accept work which 
can reasonably expected perform, his benefits shall 
cease. 

The benefits will paid only those who are laid off 
account slack work—not employees discharged for cause 
leaving voluntarily. Benefits will not paid those 
who have been employed for temporary work and were 
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notified when employed. Benefits will cease when the fund 
exhausted. The companies also reserve the right suspend 
change the plan any time their discretion, but provision 
will made that suspension change will affect the pay- 
ment benefits the extent provided the balance the 
fund the time suspension change. 

Very careful consideration was given the question 
whether the plan should contributory non-contributory. 
Under contributory plan, course, the cost the company 
would reduced. There are good reasons however for 
making the plan non-contributory. the first place 
employee not responsible any degree for unemployment 
due lack work—it entirely beyond his control. Re- 
sponsibility cannot placed altogether upon the employer, but 
least can control some extent. the case work- 
men’s compensation, for comparison, the employee partly 
responsible and many cases wholly responsible, yet the 
employer pays the entire cost. 

Secondly, have the plan sound basis necessary 
that funds accumulated during prosperous times for pay- 
ment benefits during periods unemployment. would 
difficult maintain the interest employees making 
contributions toward the plan during long prosperous period 
when there would very few benefits paid. 

Thirdly, sense the plan contributory anyhow that 
employees will sustain loss income during period 
unemployment the benefits are only per cent the 
wages and cover limited period. will still necessary 
for the employee save from his earnings during prosperous 
times order build personal reserve fund which may 
used him time unemployment need from other 
causes. 

Fourthly, the principal aim should reduce unemploy- 
ment rather than provide unemployment benefits, and 
unemployment benefit plan will provide definite incentive 
for the employer stabilize. bears the entire cost 
will undoubtedly more stabilize and thereby reduce 
unemployment. Finally, the administration the plan 
greatly simplified non-contributory. 

The companies therefore decided assume the entire cost 
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the plan normal times. The plan, however, can easily 
put contributory basis, and some the companies may 
later find this desirable. found later that employees 
are interested contributing, separate fund could created 
for employees’ contributions from which benefits could paid 
after the benefits from the company’s fund had been paid. 
This would better than increasing the amount the 
weekly benefits. 

adopting the emergency contribution feature, the com- 
panies felt that during depression the employees who are 
working would quite willing give per cent their 
earnings provide benefits for their fellow employees who 
are out work. 

admitted that payment benefits for thirteen weeks 
would not sufficient during prolonged depression such 
the one being experienced now. The companies felt, however, 
that would better start with minimum thirteen 
weeks. After some experience may possible increase 
the number weeks, but would unfortunate greater 
benefits were announced and became necessary later 
reduce them. 

Rochester has been selected the site demonstration 
central employment bureau, established with the 
New York State Department Labor. This bureau 
financed some the Foundations and partly some 
the same companies which have adopted the Unemployment 
Plan. real central employment exchange and should 
serve very useful adjunct the operations the Un- 
employment Benefit Plan. 

desirable have the fund trusteed because employees 
would feel more secure, and there would less danger 
funds’ not being available for payment benefits during 
period unemployment. 


Advantages 


the opinion the management these companies the 
plan will advantageous the companies, the employees, 
and the community general. With the additional incen- 
tive provided the adoption unemployment benefit 
plan, employers will undoubtedly strive find additional 
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means reduce fluctuation employment. Greater effort 
will made stagger production, seek new marketing 
methods, and find new products which might added. 
Foremen and superintendents will know the cost lay-offs, 
which will bring home them the advantages stabilizing. 
also felt that the plan will result reduced turnover, 
better morale among the employees, better trained force and 
lower overhead. 

the employee this plan brings greater security and will 
help tide him over period unemployment. the same 
time because the limited benefits should not result less 
incentive his part save. The community general will 
benefit because the money which will paid out for benefits 
during periods unemployment will enter into circulation and 
maintain purchasing power certain degree. will also 
reduce the expenditures the charitable organizations and the 
payment doles the municipalities. The general adoption 
company unemployment benefit plans would important 
factor minimizing the effects depressions. 


Cost Plan 


very important factor considered the cost such 
plan the case the Kodak Company the 
records were such that could back one plant far 
1900, determine the cost the plan had been operation. 
other plants were able back 1913. Other com- 
panies Rochester were able determine what the cost would 
have been for number years. All were surprised find 
how little the plan would have cost. the Kodak Park 
Works, where stabilization methods have been use for 
number years and where lay-offs have been very low, 
was found that the plan would have cost considerably less 
than per cent the payroll. the other Kodak plants the 
average annual cost from 1922 through 1930 would have been 
about per cent. The Stromberg-Carlson and Taylor 
Instrument Companies also found that per cent the pay- 
roll would have more than covered the cost for period 
years and these companies are setting reserve per cent 
the payroll each year. other companies where stabiliza- 
tion methods have not been carried far and where may 
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reserve per cent. All the companies undoubtedly will 
make greater efforts stabilize than they have the past, 
and their experience during the past few years should there- 
fore conservative basis for estimating the cost the 
future. 

should borne mind that this similar plan 
were put into operation company would probably more 
stabilize and thereby reduce the cost. When became 
necessary curtail production the employer undoubtedly 
would put the employees part time rather than resort 
lay-offs and benefits would payable until the hours 
worked were less than per cent normal. 


Unemployment Insurance 


considering insurance against unemployment should 
realized that the risk much more difficult measure than 
the risk death, illness, accident old age. These risks 
can measured and are predictable and insurance against 
them can put reasonably sound actuarial basis. The 
risk unemployment cannot predicted, evidenced the 
experience England and Germany and the erroneous 
predictions recent months this country. The four prin- 
cipal types unemployment are cyclical, seasonal, techno- 
logical and personal (inaptitude, poor training, limited 
physical, moral mental qualifications). The risk the 
last type obviously can neither measured nor predicted. 
Seasonal unemployment would probably covered insur- 
ance. Cyclical and technological unemployment cannot 
predicted with any degree accuracy, but insurance could 
cover limited period unemployment due these two 
causes. 

insurance there must loss. Many persons are un- 
employable and cannot insured against unemployment 
because they are not employed. Another difficulty that the 
risk unemployment not spread, are other risks which 
are insured, but likely occur the same time large 
proportion those covered. There also the difficulty 
verifying the occurrence unemployment and arriving 
acceptable definition unemployment. 
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For these reasons insurance experts contend, and would 
cover unemployment whole sound insurance basis 
but that after experimentation may practicable with 
reasonable safeguards cover insurance limited period 
unemployment due seasonal and cyclical causes. 


Governmental Insurance Compared with Company 


Benefit Plans 


There marked difference between individual com- 
pany’s building reserve during prosperous times cover 
limited benefits any regular employees who may laid off 
and governmental scheme under which every worker the 
community would covered. The two plans will com- 
pared several respects. 

Individual company plans such the Rochester plan cover 
only regular workers who are actually employed and who 
have reasonably good chance continuing their employ- 
ment. Even short-service and temporary employees are ex- 
cluded. Governmental plans attempt insure practically the 
entire working population, even those who are not normally 
employed and those who are employed for only short time 
even prosperous years. Under the company plans, past 
employment records are available that fairly accurate pre- 
dictions can made and the risk limited coverage for 
seasonal and cyclical unemployment can measured. 
this country records employment whole are available 
and even they were, more accurate predictions are 
possible than England Germany. 

Under company plans, benefits are paid for limited period 
long funds are available. When the limit reached, 
benefits cease and the individual falls back his own resources 
charity. Under governmental plans, the experience has 
been that benefits will paid far beyond the period for which 
provision has been made and result the plan immediately 
ceases sound basis and becomes poor relief. 
would very difficult prevent this occurrence any 
country state. 

company plans, the extent the liability assumed 
the company quite definite and reserves can set against 
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it. The amount reserves will based upon the exact 
experience the individual company and the degree stabil- 
ization achieved. Under governmental plans, the liability 
indefinite depends upon the experience large number 
establishments for which records are available. 

Company plans provide real and definite incentive the 
employer stabilize because any reduction unemployment 
means money saved him. There reduction the 
incentive the part the employee work and save for 
emergency because the benefits are well below his normal 
wage and extend over limited period. Under governmental 
plans, the employer who stabilizes pays the same rate the 
one who does not and incentive provided him 
reduce unemployment. Although several plans had such 
provision originally, has been discarded practice. There 
tendency for the employee depend the government, 
which reduces the incentive his part work and save. 

Under company plans, the administration very simple and 
economical, generally being the hands committee com- 
posed representatives the company and the workers. 
Very little question arises the occurrence definition 
unemployment covered the plan. Under governmental 
plans, expensive administrative system necessary, and 
difficult define unemployment and determine whether 
unemployment the individual actually exists. 


Conclusion 


The logical development this country during the next 
few years would seem the voluntary adoption un- 
employment benefit plans individual companies and in- 
dustries rather than governmental unemployment insurance. 
The adoption such plan company industry will 
furnish strong incentive stabilize and general adoption 
should assist greatly the reduction unemployment. The 
experience the companies and industries which voluntarily 
adopt unemployment benefit plans during the next few years 
will provide valuable data the risks involved the different 
types unemployment. Such data, which are not available 
now, would very helpful if, result this experience, 
deemed advisable pass legislation making compulsory 
set unemployment reserves. 
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believe that the responsibility for establishing unemploy- 
ment reserves rests with industry and industry does not 
accept this responsibility, will have face legislation— 
possibly unsound legislation. 

conclusion, Rochester not agree with those who 
contend that very little can done reduce unemployment. 
Almost two years ago set permanent organization with 
full-time secretary and staff conduct continuous and 
systematic study the problem and arouse the employers 
and the community action. have already made con- 
siderable headway but much the work must done during 
prosperous times. The seven phases the problem upon 
which are working, and upon which feel all the large 
communities, the state, and the Federal government should 
work, are follows: 


The creation construction reserves local communi- 
ties, and state and federal governments during prosperous 
times that work can carried during times depression. 

Greater stabilization employment and production 
that seasonal fluctuations can practically eliminated and 
lay-offs due business depressions greatly reduced. The state 
and Federal governments can help establishing bureaus 
disseminate information successful plans operation. 

Adoption individual companies industries un- 
employment benefit plans under which reserves can created 
during prosperous times used for unemployment benefits 
times depression. Such plans should serve ad- 
ditional incentive for stabilization, and would relieve distress 
times wide-spread depression. The state and Federal 
governments could assist exempting from taxation all funds 
set aside the companies for unemployment benefits. 

The establishment real central employment exchanges 
all the large communities. New York State can help con- 
siderably that respect extending and improving the 
present unemployment exchange system. 

General adoption the shorter work week offset the 
tremendous increase which has taken place during the past 
few years the output per worker per day. 

The study relief and made work that far 
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possible the local relief system can reduced and useful work 
done instead. 

Setting organization give vocational guid- 
ance schools and adult education those thrown out 
employment due technical progress. 


action taken along these seven lines the local com- 
munities throughout the country, the state and the Federal 
governments, should have much less unemployment during 


the next depression when comes. 
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FREDERICK ECKER 
President, Metropolitan Life Insurance Company 


history, for variable reasons and length time, 

certain workers have been without means livelihood, 
but the present widespread hardship arising out unemploy- 
ment definitely problem modern civilization. When 
there were slaves and serfs these problems were unknown, 
indeed they are nearly unknown today countries largely 
agricultural and peopled peasants. Slaves and serfs were 
supported the masters, while the peasant farmer, though 
the mercy flood, drought and crop failure, still had his 
land work. But the slave became serf and the serf 
freedman; the small freeholder and the squatter became 
hired workers receiving money wages, the problem un- 
employment know today became major importance. 

The English Poor Law 1601 contained provision 
the effect that able-bodied, needy people should confined 
the work-house, the concept being that man who was not 
work was alone blame for his idleness and hence deserved 
consideration from the community. Toward the middle 
the nineteenth century various workers’ organizations Eng- 
land were providing traveling benefits enable the unem- 
ployed one province move another where work was 
available. One organization—the Manchester Unity 
1842 paid $347,000 traveling expenses for members 
search work. Between 1844 and 1850 various workers’ 
societies built funds out which cash benefits were paid 
members out work. 

During the latter half the past century, the building 
roads with governmental assistance became extensive Eng- 
land, while loans were granted for municipal relief work. 

Early the present century—in 1908—the Labor Party 
proposed its Unemployed Workmen’s Bill under which new 
industries were created with sufficient elasticity ex- 
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pand contract according the state the labor market. 
During this period, the London Borough Council adopted the 
plan discontinuing for few months the use their machine 
1909, the Labor Exchange Act established state employment 
exchanges partly agency for the operation system 
compulsory unemployment insurance which was then under 
consideration. 

Though this program had started with the assumption that 
able-bodied man need not out work, gradually 
became evident that unemployment might occur without its 
victims’ being responsible for it. ceased considered 
crime out work, though relief was not given until 
some compensatory task had been accomplished. The ex- 
tremes which this was carried are illustrated the cases 
unemployed shepherds, who were required walk twenty-six 
miles day order receive relief, while other places 
unemployed men had sit absolutely idle for eight hours 
day. Later, travel assistance was extended unemployed 
man search for work district other than his own. Then 
definite steps were taken relieve unemployment the estab- 
lishment labor exchanges. Private associations were 
great assistance these developments, and governmental 
financial aid was not infrequently rendered order stimulate 
industrial activity. 

one measure series measures appeared adequate 
cope satisfactorily with the situation. Relief work was sought, 
but the cost this special work, running high eleven 
times the actual value the accomplishment, made other steps 
imperative, and particularly when became evident that, 
special contributions for the relief the unemployed were 
made local authorities, there was tendency apply them 
toward the relief the permanent poor. 

Very slowly, two definitely different problems became appar- 
ent—one, the organization industry such way 
provide the maximum possible amount steady employment— 
the other the care those for whom work was available. 
Since industry could not actual practice conform the 
ideal evening out production over period years, 
was hoped that employment could perhaps made more 
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steady planning those industries and government activities 
with such degree elasticity extend them slack 
periods and contract them active periods. Despite the 
many advances this direction, there remained still other 
unemployment problems awaiting solution. attempt 
find solution, reserves were set during times employ- 
ment for distribution during periods unemployment. The 
underlying thought was that those work should either in- 
dividually collectively devise means for their own main- 
tenance when work failed them. This protection had already 
been available limited degree through trade unions. 

1911 the British government launched plan whereby 
this protection might secured through what was termed 
compulsory unemployment insurance, which the worker, 
the employer and the state would contribute. This plan was 
started national scheme covering little over two million 
workers seven selected trades. The premiums paid were 
small and the benefits were limited and granted for more 
than fifteen weeks any one year. was probably thought 
that the payment such benefit, though small amount, 
would enable man support himself during periods 
temporary unemployment between jobs, without having call 
upon public relief. When industry was able provide em- 
ployment before this period had expired, the protection was 
adequate. 

The scheme became fully effective January 1913, and 
the end two years fund over $15,000,000 had been 
accumulated. During the Great War industrial conditions 
were drastically changed and there was practically unem- 
ployment. When, however, the reorganization industry 
took place after the war, many men, particularly ex-service 
men, were unable reabsorbed quickly into industry. The 
government, anxious provide for these men during the 
periods adjustment, paid them directly from the national 
exchequer out donations amounting over $300,- 
000,000, which were administered through the unemployment 
insurance machinery. The limited unemployment insurance 
plan had accumulated surplus $100,000,000 the end 
1920, thanks the very small percentage unemployment 
during the years the war and those immediately following. 
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But, faced with the continued out donations, the 
government felt that the unemployment insurance plan offered 
better mechanism for solving the problem relieving the 
unemployment. 1920 the scope the system was extended 
cover twelve million workers; namely, all manual workers 
and all non-manual workers earning less than $1,217 year, 
with certain exceptions. 

Following the experiment England, Italy created com- 
pulsory unemployment insurance scheme 1919, which 
1923 was consolidated with the old age and health insurance. 
Compulsory plans were adopted Austria 1920, Australia 
and Russia 1922, Poland 1924, Bulgaria 1925 and 
Germany 1927. addition these compulsory plans, 
other nations enacted voluntary schemes under which contri- 
butions were made the state wherever group individuals 
had elected conduct their plans harmony with the general 
requirements laid down the state. 

The foregoing shows that various attempts have been made 
during the last twenty years encourage and develop this 
form security for workers, and these are purely responsible 
for the discussion current this country the practicability 
providing unemployment protection through insurance. 
Bound up, has become abroad, with the economics, the 
politics and the public welfare nations, unemployment and 
its proposed remedies are more economic, political and 
social issue than insurance problem. purpose 
today consider only the strict insurance aspect and discuss 
the feasibility practicability insurance for protection 
against the risk unemployment. other words, Un- 
employment Insurable? 


Insurance and Essential Conditions Required 


sound scientifically and fundamentally, essential 
insurance plan that: 


fund accumulated, advance the event, out 
which definite payments can made upon the occurrence 
the contingency against which the insurance provided. 

The insured person must have definite interest the 
contingency against which insured, which need not 
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monetary, but which must capable approximate measure- 
ment money, computed the law averages. 

The rate occurrence must predictable within reason- 
able limits and beyond individual control, and those insured 
must placed homogeneous classes. 

must not possible for the contingency happen 
too large proportion the group any one time. 

The actual occurrence the contingency must easy 
verification and proof that falls within the scope the 
insurance contract. 


Accumulation and Redistribution Funds 


essential that funds accumulated advance. 
surance does not create funds. collects and distributes them 
accordance with the terms the contract. Between the 
time collection and distribution, investment often neces- 
sary for the accumulation interest. While invested, 
course, these sums are merely trust funds awaiting distribution. 
collecting and distributing agency, insurance then be- 
comes redistribution income. This clearly apparent 
when other forms insurance are considered. Under life 
insurance policies, man reserves part his yearly income for 
his family after his death; may reserve part his earnings 
during his working days for use during old age, while under 
sickness insurance policies sets aside part his income for 
day when might prevented from working because 
sickness accident. 


Insurable Interest 


order participate this redistribution, man must 
have what called insurable must sub- 
ject loss property human value which can some 
measure evaluated money. The loss may never 
incurred, and likewise the amount the loss may indefinite. 
difficult determine advance the value man’s life 
his death because not know when will die what 
his earning power the time his death may be. The 
number years during which pension will payable during 
old age may small large, dependent upon how long the 
pensioner lives. loss from fire accident, even sickness, 
may never occur. all these instances, however, the insured 
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subject the risk. This must also the case when in- 
surance applied the risk unemployment. 

man must subject the loss his employment, and 
consequently the loss income earned during employment. 
subject this loss implies that employment 4nd income 
therefrom exist. The chronic idle have employment that 
subject loss. large extent, part time temporary 
workers are the same category. There will always some 
who have little income, and any attempt indemnify 
them against loss income violates sound insurance prin- 
ciples. The income from employment the steady worker 
any country subject loss and such creates in- 
surable interest. Therefore, with respect this essential 
insurance, the population divides itself into two distinct 
classes: those who comply with this requirement and those 
who not. 


The Rate Occurrence the Contingency 


For risk insurable the mathematical law prob- 
ability must applicable. order that this law may apply, 
there must sufficient number people insured, all con- 
sidered equally subject loss which will occur the in- 
dividual regardless the mass. The probability the occur- 
rence must predictable within reasonable limits. For the 
loss insurable, cannot happen simultaneously all 
the insured relatively large group thereof. 

The probability the occurrence unemployment cannot 
predicted within reasonable limits. sometimes occurs 
simultaneously large numbers workers. influenced 
economic conditions and some degree within the control 
the individual, thus rendering the formation large homo- 
geneous classes exceedingly difficult. The experience Eng- 
land and Germany appears prove this. The number 
those now unemployed exceeds the number anticipated those 
who drafted the unemployment insurance laws those 
countries, and corrections are attempted the details the 
plan they have sometimes been accompanied further rise 
the unemployment rate. The same results have been ex- 
perienced under disability benefits and under certain other 
risks for which insurance has been tried. 
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Limitation Occurrence 


The uncertainty the extent the happening raises the 
greatest difficulties. contingency which will happen 
comparatively few people, small numbers given times, 
accordance with some known law, offers basis for sound 
insurance. Thus the loss robbery one that happens 
relatively small proportion the population each year. 
Death, inevitable is, does not occur all any one time, 
however, and its general occurrence over large number 
people usually follows some law mortality. Contingencies 
that occur more less regularly may have catastrophe 
hazard which can covered, provided the catastrophe not 
too inclusive. With unemployment the contingency times 
known cover large areas and extend for long durations 
with disastrous severity. Therefore, presents conditions 
variance with this basic essential requirement that makes 
unemployment far less satisfactory risk than 
any other type insurance covered. Even enthusiastic ad- 
vocates insurance applied unemployment admit quite 
frankly that unemployment insurance cannot provide adequate 
and continuous protection against loss resulting from unem- 
ployment during periods major depression. 


Verification 


The verification unemployment fraught with difficulty. 
There should trouble determining whether not 
man employed, but whether his unemployment such 
come within the scope scheme quite 
different matter. Workmen can graded with fair degree 
accuracy from those who are temporarily unemployed down 
those who are nearly always unemployed, but whether the 
unemployment any individual instance comes within the 
requirements for insurance benefit often difficult de- 
termine. acceptable definition unemployment for in- 
surance purposes, the determining the right the payment 
benefit within this definition and the setting proper 
machinery eliminate illegitimate claims, without imposing 
undue handicap upon legitimate claimants, are necessary. 
While solution these problems may yet found, the 
experience date gives promise such solution. 
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The manifold difficulties defining unemployment eligible 
for benefit are typified the following translation para- 
graph 89a the German Law Employment Exchanges 
and Unemployment Insurance 1927 amended the 
Law 1929: 


unemployed person one who, professionally and predominantly, 
used active worker, but who temporarily out work and 
does not earn sufficient for his livelihood independent work, especially 
assumed that this can reasonably expected the interested parties 
are living the same household. 


The Insurability the Various Types 


There one cause unemployment. can arise from 
business fluctuations and trade depressions and what 
known “cyclical” unemployment. can occur in- 
dustries subject seasonal variations, and known 
and “technological”. Industrial disputes, inaptitude, poor 
training, the limited physical, mental moral qualifications 
the individual are other causes unemployment. 

obviously impossible apply insurance the last 
category, but may that limited application insurance 
can used provide benefits for limited period for 

order see what extent insurance has been successful 
coping with the various types unemployment, the experi- 
ments Europe may well serve. 

Originally the unemployment insurance plan England 
was designed cover cyclical, seasonal and technological un- 
employment for limited period time limited number 
trades. The 1911 Act provided one week’s benefit seven 
shillings for each five weeks contributions paid, but 
benefit could extend beyond fifteen weeks any one year. 
Gradually pressure was brought bear extend the scope 
the system and extend the amount and the duration 
the benefits. Because the abnormal amount unemploy- 


ment together with these extensions and other modifications, 
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such qualification for securing benefit, the income has 
exceeded the disbursements only one year since and 
today the fund has deficit several hundred million dollars. 
would have been interesting experiment had England 
been able follow the original plan throughout the twenty 
years. While the plan was apparently successful for the first 
two three years before the war, are not justified 
reaching any definite conclusion based upon such short ex- 
perience. Italy and the Irish Free State have apparently 
been successful conducting insurance upon limited basis 
and for short time, but these are largely agricultural countries 
and unemployment insurance universal must applicable 
industrial states. Though has not been proven that in- 
surance entirely impracticable, within limited field, 
that type unemployment insurable risk, has been 
proven, however, that even starting limited basis, in- 
dustrial countries have not been successful either keeping 
that basis having insurance furnish the main solution 
the problem. cannot provide against loss from long pro- 
tracted unemployment due continued depression, without 
becoming, least part, relief charity, instead 
insurance. 

Whether not insurance limited basis practicable 
still uncertain and can only determined after careful study 
and further experimentation. However, evident that 
the essential conditions and requirements insurable risk 
are not entirely inherent the contingency unemployment, 
that does not adapt itself coverage scientific 
insurance plans. 

This year, Sir Alfred Watson, Government Actuary Great 
Britain, stated before the Royal Commission Unemploy- 
ment Insurance: 


Unless some safeguards against paying out benefits more than 
comes through contributions can maintained, spite the 
pressure adverse circumstances, the scheme can never regarded 
one which has real insurance basis. What kind safeguards 
should devised not know. 
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American Experiments 


unemployment whole does not meet all the funda- 
mental requirements insurable risk, though there are 
certain types unemployment which insurance may possibly 
adapted, not wise expand and develop experiments 
courageously endeavor find out which these types 
can successfully covered? Several labor unions and 
number corporations this country have been experiment- 
ing with reserve plans recent years, under which funds are 
accumulated advance and benefits paid according 
regular scale laid-off workmen. 

Rochester, plan has been adopted nineteen corpora- 
tions under which per cent the payroll deposited 
fund, from which benefits are payable for not more than 
thirteen weeks any employee who loses his position after 
having served the required length time. the event 
unemployment emergency, extra contributions are 
made the companies well the employees, whether 
not they are insured under the plan. somewhat similar 
device was previously adopted the General Electric Com- 
pany, except that provides that both the company and those 
employees earning less than $5,000 will contribute. Both 
plans provide that when definite amount has been set aside 
the funds, further contributions the company shall cease. 
Under the Rochester plan, the contributions during normal 
times being paid exclusively the company, the administra- 
tion the fund rests with committee appointed the man- 
agement alone, whereas the General Electric plan, under 
which both employee and employer contribute, admin- 
istered jointly the company and employees through 
governing board. 

These methods, which combine reserve fund with 
emergency provision for contribution employees not par- 
ticipating the plan, are combination unemployment 
reserves and relief, applied the employees one employer. 
Such experimental methods should encouraged, and left 
without interference they may the end develop and produce 
the best results. Many very substantial British employers now 
realize that had they had the vision and the wisdom proceed 
voluntarily wide scale with plans their own, they might 
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have avoided complications and difficulties, and would thereby 
perhaps have made the present state compulsory unemploy- 
ment insurance system unnecessary. 

The valid doubt the extent which insurance against 
unemployment practicable, makes imperative that the field 
private experimentation should extended that, out 
such development, plan may evolved that will lend itself 
general application. 

The problem important and wide that the interest 
all should enlisted, and experiments should not cease. 
Its solution should not left entirely private initiative. 
General education, information and guidance are needed. 
Institutions, like the Academy Political Science, should 
all within their power disseminate such information. 
The state can the utmost assistance acting clear- 
ing house for information, and preventing the adoption 
plans which are doomed fail. the state will point the 
way, and press vigorously the creation private plans, and 
industry will undertake the initiation and operation 
various forms these plans, not too much expect that 
the extent which insurance practicable the event 
unemployment will ultimately determined. With industry 
striving this manner, there need little fear over- 
emphasizing the possibilities unemployment benefit plans, 
and understressing the more important side the prob- 
lem, namely, removal some the underlying causes 
unemployment. 

Business leaders are recognizing that thorough and con- 
structive efforts stabilize working conditions must logically 
precede unemployment insurance; and there reason hope 
that the thoughtful study this subject now receiving will 
bring future results lasting benefit American workers. 
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SOME PHASES EUROPEAN UNEMPLOYMENT 
INSURANCE EXPERIENCE 


BRYCE STEWART 
Director Research, Industrial Relations Counselors, Inc. 


unemployment insurance dates from their very be- 
ginning. The first American trade unions estab- 

lish unemployment benefits were the engineers, cigarmakers, 
carpenters and printers, whose ranks there were considerable 
numbers European workers accustomed this form 
provision against unemployment. The early governmental 
schemes abroad established certain municipalities the 
nineties aroused much interest this country. writer 
the official Massachusetts Labor Bulletin for October, 1897, 
probably with the depression 1894 still mind, referred 
growing belief that unemployment and other such contin- 
gencies sprang from causes that were social rather than in- 
dividual and that merely individual effort could guard 
against them. described this change point view 
and said, Experiments are now being made abroad, notably 
Switzerland, provide against this contingency [unem- 
ployment] also, system co-operative insurance which 
the municipality joins with the 
decade after this was written, the depression 1907 
prompted study the European experience first hand. 
The Wainwright Commission the State New York visited 
different countries abroad and its report considered 
whether the Ghent system could applied New York State. 
Today find the State Industrial Commissioner New 
York studying the national system that has developed Great 
Britain and making certain recommendations the Governor 
for unemployment insurance here. the meantime, America 
has been barren governmental experience this field. 
Since the depression 1914-1915, interest has been spreading 
rapidly and each succeeding depression has stimulated larger 
volume proposed legislation, increase the small number 
[493] 
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voluntary plans and broader discussion, influenced 
what European countries have done. proposed this 
paper merely suggest directions which experience with 
some the principal systems Europe may have import for 
American thought the subject. 


Insurability Unemployment 


One the first considerations upon which European thought 
and practice may throw some light the question: unem- 
ployment insurable? After centuries relief for the able- 
bodied poor, with policy fluctuating between generosity and 
repression, with heavy expenditures public and private 
charity depressions, and some pauperization the unem- 
ployed, there has been general turning toward insurance. 
The insurance approach and its method were largely suggested 
the out-of-work benefit schemes the trade unions. During 
the latter half the nineteenth century the unions did more 
than any other agency lay the foundations. the nineties 
their efforts were reinforced the experiments various 
cities Continental Europe and since the turn the century 
the principal European nations, with the possible exception 
France, have been forging, trial and error, systems 
insurance against unemployment. Today the 
countries that have adopted governmental systems have about 
persons covered. general, these systems have 
steadily extended their coverage and the degree protection 
afforded. 

The early history almost every branch insurance has 
been marred miscalculation, exhaustion reserves, forced 
retrenchment, failure private companies and occasional 
scandals. this respect, unemployment insurance differs 
little from other forms insurance. The European govern- 
ments and representative organizations employers and work- 


countries are Austria, Belgium, Bulgaria, Czechoslovakia, Den- 
mark, Finland, France, Germany, Great Britain and Northern Ireland, Irish 
Free State, Italy, Netherlands, Norway, Poland, Queensland, Spain, Switzer- 
land and The has been included although the authori- 
ties suspended benefit payments until further notice October 1930, 
this considered administrative regulation due the active state 
the labor market. 


This includes 10,000,000 workers. covered the 
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ers not contemplate the abolition unemployment insur- 
ance; firmly established principle. They are seeking 
delimit its functions and adapt the instrument more closely 
the needs. According the pragmatic test survival, 
therefore, unemployment insurable. The commercial in- 
surance industry Great Britain and Northern Ireland has 
contracted out the state system and set its own scheme. 
Apparently the actuaries that industry also answer the 
affirmative. Canada appears about over the affirma- 
tive side and nongovernmental voluntary plans are slowly in- 
creasing number the United States. Since the depression 
1920-22 there has been some effort this country arising 
out the commercial insurance industry itself secure legis- 
lation that would authorize the companies underwrite in- 
surance against unemployment. The sponsors this effort 
must have felt that despite the acknowledged dearth data 
unemployment could insured. Indeed American actuarial 
opinion could quoted the effect that “In the beginning 
just was done life, health and other branches insurance, 
whatever data are available must has 
sometimes been put, must the business and get the 
experience while doing it.” 

The rapid and wide extension this form protection 
suggests that those who have had most with its planning 
and development are not greatly troubled concerning the in- 
surability unemployment. Surely have come long way 
from the position the writer the Massachusetts Labor 
Bulletin October, 1897, already referred to, when said, 
“Whether not periods unemployment may accurately 
determined bring this contingency within the class 
risks that may legitimately covered insurance still 
open question 


Voluntary Compulsory Insurance 


The fact that union out-of-work benefits were restricted 
union members gave rise public schemes protect the great 
mass unorganized workers. The first governmental experi- 
ments came with the nineties when cities, such Cologne 


Hohans, Insurance”, The Record (American 
Institute Actuaries), vol. 19, part no. 39, May, 1930, 
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(1896), Bologna (1896) and Berne (1893), established 
voluntary schemes. The limitations this manifestation 
the voluntary principle were soon evident. Unskilled workers 
and building tradesmen, who were most frequently unem- 
ployed, joined these schemes great numbers and the funds 
found themselves burdened with undue proportion bad 
risks. After the adoption various devices meet this con- 
dition, such raising the contribution rate, and restrictions 
eligibility, most the schemes disappeared. 

These experiences indicated the need compulsion secure 
participation the better risks, provision lessen the par- 
ticipation poor risks and exclude noninsurables. Appar- 
ently there was also some recognition the unions limita- 
tions the voluntary principle exemplified their own 
schemes for, largely with the support organized workers, 
the Swiss canton St. Gall 1894 authorized its munici- 
palites impose compulsory insurance upon all workers whose 
daily wage did not exceed five this measure 
the municipality St. Gall established 1895 the first com- 
pulsory unemployment insurance scheme any country. 
might have been expected, the more regularly employed work- 
ers saw reason make contributions the greater part 
which would distributed the insured who suffered most 
from unemployment. Accordingly, the best risks moved 
considerable numbers two neighboring municipalities not 
covered the plan and this fund was also left with the poorest 
risks. After two years ceased function. 

This gave decided setback the compulsory principle and 
while governmental participation spread during the next de- 
cade and half, was entirely the basis subsidies 
voluntary funds. the city Ghent Belgium began 
grant subsidies union funds and this system was widely 
adopted cities the Continent. Nationalization the 
system began with the passing subsidy measure the 
French government 1905. 

Despite governmental aid the coverage voluntary insur- 
ance was decidedly limited. did not protect the majority 
those who needed insurance most and discussion compulsion 


land (New York, Industrial Relations Counselors, Inc., 1931), 34. 
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began emerge the national sphere. Great Britain, after 
long dependence public and private charity and the self- 
help organized workers, decided upon more adequate pro- 
vision and after some examination the Continental experi- 
ence passed 1911 the first national compulsory 
1920 was extended the great majority the industrial 
population and the compulsory principle was adopted 
national basis Italy 1919, Austria 1920, Queensland 
(Australia) 1922, U.S.S.R. 1922, Poland 1924, 
Bulgaria 1925, nine cantons and number municipalities 
Switzerland since 1925, and Germany 1927. the 
approximately 49,000,000 insured workers the world, about 
46,000,000 are covered compulsory systems. The United 
States, still adhering the voluntary principle, has some- 
thing less than 250,000 insured employees roughly per 
cent the industrial wage earners. The experience seems 
indicate that compulsion necessary any adequate applica- 
tion the insurance principle. 


Occupational Coverage 


the first schemes were established trade unions, they 
applied only organized workers, mainly skilled tradesmen. 
The printing and building trades most countries were among 
the first unions establish out-of-work benefits. The volun- 
tary municipal plans the nineties already mentioned were 
generally open workers all occupations, earning less than 
specified wage, and this was also true the compulsory ex- 
periment St. Gall. The British scheme 1911 applied 
certain industries with higher-than-average rate unem- 
ployment—mechanical engineering, iron founding, shipbuild- 
ing, building, construction vehicles, sawmilling and machine 
woodwork and construction works such railroads, docks 
and harbors. The Act 1916 extended the coverage all 
munitions workers trades not already insured and also 
employees certain other industries, mainly metals, chemicals, 


Herbert Llewellyn Smith, permanent secretary the Board 
Trade, said his presidential address before the Economic Section the 
British Association 1910, scheme must compulsory otherwise the 
bad personal risks against which must always our guard would 
certain predominate.” Beveridge, Unemployment, Problem 
Industry (London, Longmans, Green Co., new edition, 1930), 265. 
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leather, rubber and ammunition. The Act 1920 applied 
all manual labor with certain exceptions and all nonmanual 
labor earning less than £250 year. The most important 
groups excepted were agriculture, private domestic service and 
certain classes railway employees. 

general, the compulsory schemes Austria, Bulgaria, 
Italy, Poland and Queensland cover all manual and non- 
manual workers, with certain exceptions, varying different 
countries and with further limitations respect age and 
earnings. All agricultural workers are excepted Austria, 
Italy and Poland, while Bulgaria and Queensland except them 
under specified conditions. Italy and Poland both exclude 
seasonal workers under specified conditions, while all five 
countries except domestic servants. 

Switzerland, where both compulsory and voluntary 
schemes are force, all manual and nonmanual workers are 
eligible membership theory, but agricultural workers and 
domestic servants are excluded nearly all the cantonal legis- 
lation, while most the cantons adopting compulsory legisla- 
tion have provided age and earning limits their coverage. 

The German law 1927 has broad occupational coverage 
that agricultural workers and domestic servants are pro- 
tected. The advisability including agricultural workers has 
been investigated various official bodies Great Britain 
and while the main body evidence has been favorable 
their inclusion, certain objections have been raised. has 
been said that since wages agricultural workers often 
approximate the amount benefit, their inclusion would result 
malingering, that there unemployment among this 
group, and that the information necessary establish special 
scheme for agriculture not available. The National Farmers’ 
Union opposed insurance under the Act 1920 under 
special 

The German system has encountered certain administrative 
problems this connection. said Germany that 
occasionally the sons farmers accustomed work with their 
fathers exchange work places order become employees 


Great Britain, Royal Commission Unemployment Insurance, Minutes 
Evidence (London, His Majesty’s Stationery Office, 1931), June 11, 1931, 
1064, par. 
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rather than proprietor’s sons and acquire eligibility for 
benefit. Long seasonal slackness agriculture also presents 
problem, but viewing the experience whole, unemploy- 
ment insurance has been slowly broadening down include 
practically the entire wage-earning population, apart from 
certain highly regular occupations, certain highly irregular 
seasonal occupations, and, general rule, agricultural and 
domestic workers. doubt the trend will continue. Most 
the relatively long-established voluntary industrial pension 
systems America have included their coverage high 
salaried executives well wage earners and seems prob- 
able that unemployment insurance will extended eventually 
employees higher the scale wages than present. 
This especially probable benefits are paid percentage 
wages, dismissal wage feature should added the 
insurance systems, and the accelerated rate change 
industrial structure and processes should continue. The plight 
technicians and engineers, clerical 
white collar workers the present depression leads the 
belief that they, too, may need protection against the exigencies 
unemployment. 


Industrial Non-industrial Basis 


The early schemes usually did not include workers many 
different occupations the one plan. reason their trade 
union origin, they were largely industrial craft basis 
and government assistance the countries that have national- 
ized the subsidy procedure the Ghent system has tended 
perpetuate this industrial character. far the Ghent 
system has been extended nonunion employees setting 
public funds for workers not otherwise covered regardless 
occupation Switzerland, there has been some departure 
from the industrial principle. 

The national compulsory schemes European countries 
have largely departed from the original industrial basis. 
Under the British system, contributions all industries 
covered are pooled one fund regardless differences 
their risks. This departure was not pronounced the 
Act 1911 since all the trades covered had high rates 
unemployment. With the extension the insurance 1920 
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practically the whole industrial population, there was 
marked discriminatory burden upon industries with low unem- 
ployment rates. modify this condition industries were 
allowed contract out and establish their own special schemes, 
and according Beveridge was assumed that about four 
million persons would protected this industrial 
The commercial insurance and banking industries, with 
approximately 93,000 and 41,000 employees respectively, took 
advantage this provision establish their own plans before 
the permission was temporarily suspended June, 1921 and 
repealed the Act 1927. There little doubt that but for 
this modification the law, forced the serious and pro- 
longed unemployment and the consequent necessity retain- 
ing the good risks within the scheme, considerable develop- 
ment insurance industry would have occurred planned. 
the situation is, only about 134,000 persons are insured 
industry total insured population over 12,000,000. 

The National Federation Employees’ Approved Societies 
and the Allied Association Bleachers, Dyers and Printers 
have actively advocated insurance industry. Sir Alfred 
Watson, Government Actuary, speaking before the Royal 
Commission Unemployment Insurance January 29, 1931, 
clearly implies that insurance industry might prove bene- 
ficial when says: 


the case National Health Insurance, the benefits are adminis- 
tered, not direct the Ministry Health but the Approved So- 
cieties which have clear interest the amount their expenditure, 
and the prosperity their own funds administered their own 
Committees Management the Constitution the Health Insur- 
ance certainly provides more effective buttress against the pressure 
which comes almost inevitably times 


The pooling all contributions has involved some abuses. 
Beveridge says that Great Britain industries with high un- 
employment rates have fattened the contributions those 
with more regular employment. The dock, harbor, river and 
canal service with 171,000 workpeople pays one-tenth 
much group eight industries with 1,305,000 workpeople 


Ibid., March 31, 1931, 724, par. 5846. 


January 29, 1931, par. 3354. 
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and draws the same amount benefits. For every £11 paid 
this [dock] industry toward the cost unemployment 
1929, £31 was found other industries directly, say noth- 
ing £17 found the Beveridge advocates 
contracting out such casual employment dock 
feels that the extent the pooling contributions has enabled 
some industries like docks ignore their need regulariza- 
tion and decasualization has encouraged them maintain 
their individual labor reserves, has been defective. 

The German system pooled contributions from all industries 
but the fund was broken down into district branches and was 
provided that, when sufficient national reserve should 
established, contributions might reduced for districts show- 
ing favorable balance, against the English procedure 
rebates individual employers established the Act 
but abandoned the Act 1920. The fund the Zeiss 
Works Jena, which has been existence since 1891, was 
permitted continue outside the and this the sole 
remaining vestige insurance industry the German 
scheme. 

Germany’s brief experience with the pool procedure has 
been similar that Great Britain. Some employers have 
been all too ready throw their employees upon the funds and 
some lines, such seasonal industries, have participated 
unduly the benefits. correct this latter defect the Legis- 
lative Decree June was issued upon recommenda- 
tions the Commission Experts set the government 
January, 1931. provided that the period benefit 
seasonal workers should reduced from weeks and 
that their benefit should reduced the rate emergency 
relief, rate lower than that for statutory 


Beveridge, The Past and Present Unemployment Insurance 
(London, Oxford University Press; Barnett house Papers no. 13), 34. 

Britain, Royal Commission Unemployment Insurance, op. cit., 
March 31, 1931, 724, par. 5846. 

law specifies that firm that for least one year previous 
October 1927, had financially satisfactory system unemployment 
insurance may exempted. Only the Zeiss firm qualified. 

Labor Office, Industrial and Labour Information, vol. 39, 
July 13, 1931, pp. and 59. 
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While most other countries with compulsory insurance have 
pooled contributions one fund, there have been some de- 
partures from this procedure. Poland, unemployment in- 
surance for nonmanual workers organized separately and 
administered its own institutions affiliated the Union 
Non-Manual Workers’ Insurance Institutions.** Austria 
the Act October 11, 1922 provided that the contributions 
specific groups wage earners may increased de- 
creased legislative order, such groups regularly make 
claims for unemployment benefit excess below the 
The Italian decree December 30, 1923 provides 
that subdivisions trades may established connection 
with provincial interprovincial 

this country, the trend thought toward insurance 
industry. The earliest proposed legislation was constructed 
mainly the British model but with the growth experience 
scientific management and accident insurance, there has 
developed perhaps overconfidence the idea that em- 
ployers can much prevent unemployment, and held 
that insurance industry furnishes direct incentive pre- 
vention. The proposed legislation which grew out the 
depression was almost entirely based this 
principle and the heavier crop today predominantly 
the industrial basis. Mr. Swope’s plan, the American Associ- 
ation for Labor Legislation’s bill, the Grove and Nixon bills 
Wisconsin, all which would reward employers for main- 
taining regular employment, are sufficient evidence. this 
sphere, discussion centers the question whether there shall 
individual house funds industrial funds. 

Abroad there less confidence the idea that industry can 
make much headway the prevention unemployment. 
They feel that based fallacious analogy with accident 
compensation, where the costs are much lower and management 
has larger measure control. doubt something can 


Memorandum the Ministry Labour Unemployment Insurance 
Oversea Countries,” Great Britain, Royal Commission Unemployment 
Insurance, op. cit., Part IV, 206. 


Labor Office, Unemployment Insurance: Study Com- 
parative Legislation (Geneva, 1925), 120. 
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done control the seasonal factor unemployment, and some 
progressive managements good industrial engineering have 
achieved considerable this direction their own establish- 
ments. But any marked reduction the unemployment 
depressions, the chronic unemployment declining industries 
and technological unemployment implies measure social 
planning and control that seems long way the future. 

Despite this, far unemployment insurance can stimu- 
late effort for prevention, even these more difficult direc- 
tions, should made so, and any plan should 
designed promote among employers for the 
stabilization employment, either through trade associations 
Mr. Swope has suggested, some other convenient 
method. The task prevention cannot imposed solely 
firm managements separate units. view the assertions 
lawyers and economic theorists that would prove 
abortive, may difficult indicate what group objectives 
should set up. this kind would necessarily 
largely experimental but perhaps one definite direction may 
suggested. regard the backwardness the 
public employment exchanges this country, the general dis- 
trust governmental administration and, indeed, some 
features employment exchange experience abroad, would 
seem that interests the same industrial group might well 
experiment with industrial employment exchanges 
means promoting stability employment throughout the 
industry. may that the line development America 
will toward better organized nation-wide system public 
exchanges whose function would the in- 
dustrial exchanges, distribution labor industries not 
organized and throughout the inter-industrial field. 


Source Contributions 


The earliest benefit schemes established workers’ organ- 
izations were supported entirely the members. the 
municipal schemes the nineties, employees and the munici- 
pality always contributed and, some instances, provision 
was made for contributions from employers and, indeed, for 
With the rise the Ghent system, municipal, 


See account Berne Fund 1893, Spates and Rabinovitch, 
Op. cit., 32-34. 
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provincial and national government contributions came 
sequence. Contributions from employers have scarcely entered 
into the Ghent procedure, but with the further development 
insurance its compulsory form, contributions from em- 
ployers have steadily assumed larger place. Switzer- 
land, which nationalized the Ghent system Act 1924 
and has added certain compulsory features, provision 
made the federal law for employer contributions. 
majority the nine cantons which have turned the com- 
pulsory principle have included employers’ contribution 
their legislation, addition any contributions the employers 
may make funds set jointly with their employees. The 
canton Glarus, for example, requires contribution 
per cent the payroll from employers whose workers are 
liable 

The British law 1911 provided for contributions the 
workers, the employers and the state and similar provision 
was made the Act 1920. their legislation, Bulgaria 
and the State Queensland Australia followed British pre- 
cedent. Italy imposed all costs employer and employee 
equally while the U.S.S.R. placed the entire burden man- 
The German law 1927 provided for equal con- 
tributions from employers and employees and government 
assistance was limited emergency unemployment allowances, 
four-fifths contributed the national government and 
one-fifth the localities needing such special aid. These 
allowances were intended for periods depression and were 
designed aid insurable persons who had not qualified for 
statutory benefit contributions had exhausted their right 
benefit. The Germans thought the British experience had 
indicated the inadvisability government aid ordinary 
benefit and they rejected the British tripartite contributory 
system. 

body informed opinion Great Britain holds that 
some measure the system has suffered from governmental 
participation contributions that facilitates sacrifice 
the actuarial basis under social pressure governmental 


186. 


The management here the state its capacity employer. 
[504] 
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influence the direction practically unlimited duration 
benefit and inclusion noninsurables. The Government 
Actuary fears that the scheme cannot maintained 
strictly insurance basis while its control completely vested 
the government. recent testimony before the Royal 
Commission said: 


draw attention the fact that each scheme was carefully 
buttressed safeguards against expenditure excess what the 
contributions would bear, and that every period stress, whatever 
Government was power, those safeguards have, one one, been 
abrogated. appears that, looking the future for 
the Commission consider whether any permanent scheme 
insurance character can devised with the hope that can main- 
tained unless there something its constitution that will protect 
from these inroads periods economic 


Germany order avoid such degree governmental 
intervention vested administration autonomous body, the 
National Institute for Placement and Unemployment Insur- 
ance (Reichsanstalt fiir Arbeitsvermittlung und Arbeitslo- 
senversicherung) managed equal numbers representa- 
tives employers and The serious unemploy- 
ment encountered the scheme forced large distribution 
emergency unemployment allowances entirely from govern- 
ment funds and heavy borrowing from the treasury. number 
those close the system are not all happy concerning 
this unexpectedly large degree government intervention 
and they are hoping that the rise contributions from 
per cent, canceling loans from the treasury, and restor- 
ation the actuarial basis will make possible avoid future 
borrowing with its attendant political control. 

the older countries, whose civil services are generally 
acknowledged better trained than ours, the advisability 
state participation costs and administration being 


Great Britain, Royal Commission Unemployment Insurance, cit., 
January 29, 1931, 395, 3354. 

According the Unemployment Insurance Act amended October 12, 
1929, the representatives public authorities the administrative bodies 
take part the administration unemployment insurance. International 
Labor Office, Germany Acts: Employment Exchanges and Unemployment 
Insurance (Geneva, 1929, Legislative Series 1929), Section 200, 70. 
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questioned, should consider well before adopting that pro- 
cedure America. Apparently there little fear that 
score. American abhorrence the dole theory, despite 
almost complete dependence governmental charitable 
doles practice, partly explains the fact that only small 
minority all the proposed bills have provided for govern- 
ment aid and the trend thought has been distinctly the 
opposite direction. seem inclined either place the entire 
cost upon the employers upon the employers and employees 
jointly, apparently with the balance somewhat favor the 
former method. The European experience provides in- 
stances omission employee contributions, except the 

the seven countries which have established compulsory 
insurance since the original British system was set 
Austria, Germany, Italy and the U.S.S.R. require contri- 
butions from the government the cost ordinary benefit, 
except far the Russian government contributes its 
capacity employer. the approximately 33,700,000 
employees covered the seven systems, about 32,300,000 
per cent are the four countries that receive regular 
contributions from the government far ordinary benefit 
concerned. 

American believers the practicability high degree 
regularity employment consistently favor placing all the 
costs the management until they contemplate the unemploy- 
ment depressions. American company had employee 
contributions the present depression, but the General 
Electric Plan provides for contributions from employees and 
the plan nineteen firms Rochester has provided that 
periods emergency the working employees may required 
contribute. Some observers see the beginning shift 
the contributory principle that will accelerated further 
experience with cyclical unemployment, for almost without 
exception depression compels such plans deliberalize their 
terms secure loans grants from the management. Such 
shift well under way industrial pensions after long 
period equally loyal adherence the method complete 


Irish Free State excluded. The seven countries are Austria, 
Bulgaria, Germany, Italy, Poland, Queensland and the 
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financing the management. curious fact that the 
noncontributory feature the majority American plans 
accord with U.S.S.R. doctrine and practice, which has had 
some little influence this country. few years ago there 
was shift the left some the clothing trades, due mainly 
the steady shrinkage employment, and there was much 
discussion and some adoption insurance plans. The Com- 
munist influence was always the direction placing the 
entire cost upon management. When one has regard the 
higher unemployment rate the post-war period, seems 
fortunate that contributions have been collected from the 
workers. 

connection with proposed legislation this country based 
entirely employer contributions, sometimes said that 
employee contributions make the insurance difficult admin- 
ister, but the European experience and that the Amalga- 
mated Clothing Workers and other schemes this country 
not bear out the assertion. From practical viewpoint, one 
can scarcely see how employee contributions can avoided, 
especially with respect industries with high unemployment 
rates. such industries the cost any reasonable measure 
insurance would altogether too great add the payroll 
within brief span years. generally conceded that the 
trend real wages this country must continue upward, 
prospect that must reckoned with those who suggest that 
all insurance costs should added payroll. 

seems desirable that employees should have equal voice 
with employers the management the insurance and this 
can effectively arranged only they have some share 
the cost. the employees contribute they have some assur- 
ance more adequate provision against the next depression. 
matter how liberal the employer’s contribution may be, 
not likely afford sufficient reserve against cyclical un- 
employment. Certainly, shall find little the experience 
Europe, apart from Russia, suggest that employees should 
not required contribute. 


Reserve Procedure 


The great majority the trade union plans Europe and 
America were accustomed pay benefits directly from their 
current income, with without unemployment assessment 
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which was pooled with the revenues from other sources. The 
accumulated monies were often expended for strike benefits 
other emergencies than unemployment and periods depres- 
sion found the schemes entirely without reserves. Many plans 
established and entirely financed employers have included 
provision for the regular setting aside funds meet the 
costs and even when accumulation reserves 
attempted, the monies often have not been segregated from 
the assets the business. conspicuous exception the 
fund the Zeiss Works Jena established 1891. Although 
the entire cost borne the management, control the fund 
vested trustees and despite the vicissitudes German 
economic life still intact. this country all the joint 
funds contributed employers and employees have been 
trusteed, but unfortunate that only small minority 
the company funds financed solely management have been 
safeguarded. This is, course, one the principal weak- 
nesses voluntary plans; establishment separate funds 
European countries has proceeded slowly except under the 
influence government subsidies conditioned this require- 
ment. Apparently, this other sections the field, 
are not able derive immediate profit from the longer 
experience abroad but must take the losses involved trial 
and error. 

One defect government procedure has been that the 
various unemployment risks have not been individualized and 
separate provision made for each. the European experi- 
ence becoming more apparent that all the risks un- 
employment are not contemplated and provided against from 
the first, the fund may consumed meeting any one 
the fund not allocated the different risks, there 
will constant pressure utilize any accumulated monies 
either increase benefit decrease contributions, and when 
period cyclical chronic unemployment arrives reserve 
available for it. Moreover, any other procedure not 
equitable. wage earner may have steady employment and 
contribute regularly for years, and then encounter emer- 
gency involving his separation from the business only find 
that funds are available compensate him. 

Great Britain with basis allocation the different 
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risks has met cyclical unemployment borrowing and direct 
grants from the Treasury. The German legislation has pro- 
vided emergency allowances entirely from public funds 
compensate extraordinary unemployment and the Swiss gov- 
ernment has arranged that the governmental subsidy volun- 
tary compulsory insurance funds may increased per 
cent time depression. There least this measure 
recognition the need provide for the different risks. 
Looking back the development unemployment insur- 
ance from our present position serious depression, not 
difficult point out mistaken emphasis reserve procedure. 
Too much the resources has been used compensate the 
relatively brief unemployment prosperity affecting small 
and shifting proportion the work force, and too little has 
been reserved against the unemployment depressions borne 
simultaneously one-fourth even one-third the in- 
dustrial wage earners. seems probable with the present 
strain the public insurance funds, the consequent loans and 
grants from governments and the political meddling with 
actuarial considerations frequently involved such aid 
that change emphasis will come with economic recovery. 
longer waiting periods, shorter benefit periods, adoption 
reserve procedure that contemplates all the risks and other such 
devices, greater proportion the funds will available for 
depressions. Quite probably also separate reserves will 


established for unemployment due technical progress and 
declining industries. 


Benefit Procedure 


The early trade union plans usually paid flat rate 
benefit. Most unions included single craft few allied 
crafts with wide spread their wage rates. these 
circumstances flat sum benefit for all members the organ- 
ization was feasible and convenient, and majority the 
union schemes Europe and America adopted this practice. 
1896, thirteen unions the City Ghent paying some 
sort benefit, ten paid flat sum and many the early union 
funds Switzerland had the same procedure. The Ghent 
system perpetuated this method paying each beneficiary 
flat sum addition and direct relation the flat benefit 
received from his unemployment fund. 
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Trade union procedure and the Ghent subsidy method had 
considerable influence the later governmental schemes. 
This influence was especially evident the few municipal 
plans established toward the end the century. The Berne 
and Cologne funds, for example, paid flat benefits and received 
municipal subsidies flat amounts. The British system 
established 1911 took over the procedure and the payment 
flat amounts benefit has been continued throughout all 
the modifications the British legislation. part, was 
derived from British poor relief theory which held that the 
condition able-bodied person receiving relief should 
less desirable than that the lowest class independent 
wage earner. 

Between the British system and the German scheme which 
graduated benefits and contributions according eleven wage 
groups there wide variety combinations the two 
systems. Italy benefits are paid according contributions 
based wage classification. Queensland provides for 
flat benefit with maximum per cent weekly wages 
varying with geographic district. Austria provides for 
maximum benefit per cent the last week’s earnings 
varying accordance with ten wage classes. Switzerland 
both contributions and benefits are flat sums graded according 
wage groups, but under the federal legislation benefit can 
more than per cent normal earnings, for person 
without dependents. 

When unemployment insurance began applied 
employers and industrial unions bodies workers receiving 
wide range wage rates, the flat benefit rate was less 
practicable. This, large extent, accounts for the compli- 
cated benefit structure Belgium where differentials are paid 
according age, marital status, family responsibilities, contri- 
butions and wages. Even flat rate contribution made 
similar benefit equitable, the benefit was necessarily adjusted 
the wages the lowest paid workers, exactly the 
British scheme. seems difficult America, least, 
interest the more highly paid employees schemes paying 
benefits this basis, just would difficult interest 
owners 16-cylinder cars automobile insurance with bene- 
fits adjusted the value 4-cylinder cars. Germany has 
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recognized this the provision eleven tiers benefit and 
the great majority employers’ schemes Great Britain and 
the United States graduate benefits according wages. 

support the flat sum method contended that any 
scaling benefits wages would administratively difficult 
and expensive and partly this argument the original trade 
union practice has persisted. The designers the German 
legislation were impressed some extent. They rejected 
the single flat rate for percentage rates varying inversely 
with the wage groups. Apparently, the underlying theory 
was that while some measure benefits should adjusted 
the workers’ standard living, those the higher 
wage brackets should taxed provide more adequate 
benefit for the lower paid groups. Quite apart from this 
theory the procedure not without objection. With general 
changes wage rates, wholesale transfers workers from one 
group another become necessary, and promotions and de- 
motions involve constant transfers individuals the 
records. would almost seem better avoid all this 
using single percentage wages basis. Whatever admin- 
istrative problems such procedure might have presented 
years ago, the calculating machines now available have dis- 
posed them. Throughout the seven years’ benefit ex- 
perience the Amalgamated Clothing Workers’ scheme 
Chicago, payments have been made precise percentage 
wages basis and the total administrative expense, not including 
the employment exchange, has averaged per cent the 
contributions. 


Mobility Labor 


Unemployment insurance has been charged with contribut- 
ing labor immobility and increase unemployment. When 
workers receive benefits they are less likely accept employ- 
ment outside their regular occupation, lower than the 
customary rate, distance. Benefit also strengthens trade 
union resistance wage reductions periods depression, 
resulting degree unemployment nonexistent lower 
wage level. Industries with declining markets cannot employ 
many workers their former wage rates, and other indus- 
tries are prevented from expanding rapidly they could 
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lower labor cost. Because wages are high, labor-saving 
devices are introduced resulting further displacement. This 
rigidity the wage structure one the most serious indict- 
ments the insurance method approach. French 
economist, Rueff, suggested December, 1925, 
article Revue Politique Parlementaire, that there was 
correlation between the growth unemployment and that 
the ratio wages wholesale prices. This suggestion has 
considerably influenced British economists the now widely 
accepted view that excessive wages have been important 
cause unemployment Great Britain since the war. 
Professor Pigou and later Professor Clay have subscribed 
this point view. More recently, Rueff’s study 1925 
was brought date unsigned article Revue 
d’Economie Politique, which was summarized the London 
Times Sir Josiah Stamp. Dr. Benham the London 
School Economics comments Rueff’s thesis The 
Economist June 20, 1931.” agrees that part, but only 
part, the present unemployment can ascribed un- 
employment insurance. asserts that “the dole increases 
unemployment both normal’ times and times depres- 
sion.” Dr. Benham examines Rueff’s statistical correla- 
tion between wage rates divided wholesale prices and 
unemployment and finds surprisingly close correspondence 
between the increase the wage-price relationship and the 
increase unemployment. Examining the relationship 
greater detail, traces the connection between the wage rates 
particular industries divided the price the products 
those industries and unemployment those industries. 
finds that Germany there has been little connection between 
wages divided prices and unemployment; that there less 
correspondence the shipbuilding, cotton, woolen and iron 
and steel industries Great Britain than for all industries 
combined; decides that the statistics the Rueff thesis 
have been given broader interpretation than they can bear 
and that the relationship holds more closely when labor costs 


form large proportion the total costs industry. 
holds that 


22“ Wages, Prices and Unemployment”, The Economist, London, June 
20, pp. 1315-1316. 
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would quite wrong, for example, deduce that the most appro- 
priate remedy for unemployment always reductions wages. Some- 
times greater initiative better organization employers required. 
the case post-war Britain, however, there ample ground for the 
empirical conclusion that the lack flexibility wage rates and 
working conditions has been responsible for considerable part our 
unemployment. 


One feature the British insurance scheme that has made 
less adjustable changing conditions the flat contribution 
and benefit rates. With declines prices and wages the 
insurance assessments and payments have remained unchanged 
and today probably bear higher relation the workers’ 
earnings than any time since the 1920 Act was passed. This 
argues for percentage-of-wages basis for contributions and 
benefits that would introduce larger element flexibility and 
would leave unemployment insurance less open the charge 
contributing the maintenance excessive wage rates and 
consequent unemployment. The criticism one method 
rather than principle. The unemployed millions will 
provided for either the insurance the charity method 
both, and inflexible charity procedure may contribute 
the same result. the old question the right blend 
generosity and hardness that has confronted the charity worker 
for centuries and will demand careful judgment the exercise 
the insurance any other approach. 


Summary 


America has had least academic interest European 
experience with unemployment insurance from the outset. The 
increasing coverage this form protection European 
countries their answer the question: unemployment 
insurable? Some American actuarial opinion also answers 
affirmatively. Europe strongly favor compulsion, for 
over per cent the insured are under compulsory systems. 
The occupational coverage has been slowly broadening down 
include the entire wage-earning population exclusive 
certain highly regular occupations, certain highly irregular 
seasonal occupations and, generally, agriculture and domestic 
service. While the original trade union schemes were pre- 
dominantly industrial, the present governmental systems are 
predominantly nonindustrial that very great extent all 
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contributions are pooled. There growing body opinion 
favoring modification the direction insurance industry, 
which the dominant view America, but our promoters 
legislation should provide incentives for preventive effort 
the individual employer and the entire industry. Majority 
opinion America favors placing all costs upon employers 
the hope that they will stimulated reduce unemployment. 
Europe has less faith effort prevention and all countries 
but Russia require employees contribute. seems probable 
that under the pressure depressions thought will trend to- 
ward employee contributions this country. the voluntary 
stage the evolution unemployment insurance, which 
our position America, provision for accumulation reserves 
develops slowly. has been extended under the govern- 
mental systems Europe but they are fault not providing 
against all the risks from the outset. probable that the 
future larger proportion the funds will set aside for the 
unemployment depressions. Benefit procedure began mainly 
flat-rate basis partly because the original union schemes 
applied workers the same allied trades receiving 
approximately the same wages. This method continues 
Great Britain except for the differentials for men, women, boys 
and girls and according number dependents. But most 
the more recent schemes graduate benefits according 
wages and precise percentage-of-earnings benefit not only 
seems the most equitable but generally more attractive 
the higher paid employees and has been found practicable 
administration. recent years the British system has been 
charged with contributing the maintenance excessively 
high rates wages view the decline prices and 
giving rise measure unemployment that would have 
been nonexistent lower wage level. Prominent British 
economists hold that there some truth the charge. 
must recognized, however, that there are other elements 
inflexibility well wages, that the charity method may also 
introduce rigidity and that when unemployment insurance 
assesses contributions and pays benefits percentage-of- 
wages basis less open this indictment than when flat- 
rate procedure adopted. 
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DISCUSSION: METHODS FOR DEALING WITH 


CHAIRMAN have few minutes left for questions 
and for discussion. 


Mr. FREDERICK (50 Church Street, New York City) 
much has been said about the Swope plan for relief and stabili- 
zation that think should all glad learn perhaps from Mr. 
Ecker, from any the other speakers, their view the 
practicability that plan has been outlined effectively 
Mr. Swope. 


Mr. can say nothing more than has already been said 
paper this morning, strongly urging that individual experi- 
mentation should continue, the belief that will developed. 
strongly accord with the Rochester plan and with the Swope 
plan for study and experimentation. 


Miss EpNA (142 West 11th Street, New York City— 
President’s Committee Social would like ask Dr. 
Burns what going happen when this irresistible force toward 
governmental bearing the burden unemployment insurance 
meets the immovable rock the business men who oppose increased 
taxation. other words, the social workers are going ahead the 
theory that the government should provide some form unemploy- 
ment insurance, while the business men insist that the government 
should reduce taxation. 


Dr. Burns: most social processes there will compromise. 
There question that apart from relief, taxation will in- 
creased, but course the New York plan—I mean the State plan 
—is premised increase taxation. may take some elections 
determine the result, because there has been election, certainly 
New York, that would show anything special about what would 
result from this immovable opposition increased taxation. think 
can said, however, that the almost complete unanimity both 
parties New York State concerning increased taxation method 


discussion the First Session the Annual Meeting 
(Fifty-First Year) the Academy Political Science, November 13, 1931, 
following the presentation papers Messrs. Burns, Folsom, Ecker 
and Stewart. 
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financing governmental relief, indicates that there general 
willingness accept the political risks involved. Ohio, how- 
ever, during this month several referendums this question have 
given the opposite verdict. Many municipalities submitted questions 
increased tax rate order meet unemployment relief, the 
relief this depression, and the voters disapproved the referendums. 
Those municipalities are quandary what do, and from 
what have heard will undoubtedly lead meeting the State 
Legislature, where some way can found, eventually coming out 
taxes, defraying considerable part the cost the relief. 

think the difficulty being resolved the direction increased 
taxes, but there course drag the rate increase taxes 
due the considerations you have mentioned. 


Miss (Y. A., 221 Ashland Place, 
Brooklyn, New would like ask Dr. Stewart concerning 
the rate used Germany. About year and half ago there was 
much discussion about changing because there was difficulty 
fixing rate for each particular industry. Has more research been 
done along that line? 


Dr. The German system, like the British system, has 
had undergo great deal modification because the drain 
upon governmental funds during the depression. think that there 
strong feeling yet Germany about setting unemployment 
insurance industry. While there has been some research along 
that line, the German students that have talked with seem feel 
that America entirely wrong considering the establishment 
insurance industry. They, pointed out, have this breakdown 
geographic distribution against the complete pooling 
England, but they have had distribution the same experience that 
England has had over the whole country. They have revised the 
procedure this extent, that they have, indicated, provided 
smaller benefit for certain classes seasonal workers who are most 
exposed unemployment. you might say, was concession 
insurance industry. There will inevitable concessions 
this kind, but will some time before either England Germany 
goes over insurance industry. 


Mr. (1501 Undercliff Avenue, Bronx, New 
York) Could have little more light the insurance scheme 
Russia? what extent its industry bearing the burden? 
the burden unemployment insurance Russia the government 
rather than industry? 
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Dr. The entire burden industry; that is, the 
employers pay the entire cost the insurance, but the state, being 
considerable employer itself, pays certain contribution 
its function employer. 


Miss BEATRICE CANDEE (122 East 25th Street, New York City) 
would like ask Mr. Folsom little bit more about his objections 
having such plan the Rochester plan assumed the Federal 
government. understand him, made two objections that: 
first, that the government would very likely become confused 
such plan; second, they were not ready yet advocate 
wider plan until they got more experimentation. 


CHAIRMAN Burcess: sorry but Mr. Folsom had leave 
early make train. there anybody else that would like take 
try answering that? 

there further discussion, would like your behalf 
thank the speakers for this remarkably clear and comprehensive view 
the various unemployment plans and unemployment insurance, and 
declare this meeting adjourned. 
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INTRODUCTORY 


SHEPARD MORGAN 
Vice-President, Chase National Bank 


general topic which are discussing today, you 
who were here this morning are aware, Prices, 
Production and Employment Effectively Regu- 

times like these, when see all sides 
manifold signs distress and disturbance, are moved 
examine our economic machine and its processes, hoping that 
can eliminate errors construction and mistakes oper- 
ation. hope that exercising invention can devise 
new machinery and new methods which will meet our needs 
better than the old, and insure against recurrence, 
least the same way, the troubles now confronting us. 
Thus cast about for means that will rid present distress 
and protect against its return. The critical and creative 
efforts which are released afford perhaps some compensation 
for the troubles themselves. any case, these efforts, 
prompted they are the desire escape distress and dis- 
turbance, quicken the cause economic and political evolution. 
Yet experience derived from previous crises warrants 
approaching proposals change with certain air question- 
ing. would emphasize, for instance, the last work the 
general topic, the word Regulated”. The word once 
excites certain opposition because suggests the infringement 
our freedom decision, the limitation our sphere 
action superior authority. resent interference. Such 
resentment, indeed, our birthright American citizens. 
Accordingly, any one advances cure palliative for 
existing distress new form regulation, natural for 
inquire whether the cure will really work, and does, 
whether worth the price are called upon pay for it. 
One can freely admit, course, that the complexity and 
congestion modern life certain measure regulation 


Remarks the Second Session the Annual Meeting 
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necessary, for other reason, for the purpose preserving 
one’s liberty action against the encroachments others. 
Traffic regulations afford example this non-contro- 
versial sphere, and the example undoubtedly applicable 
many other departments our social and economic life where 
the issues are not clear-cut. Nevertheless, obvious that 
regulation can carried the extreme where kills initiative, 
destroys individuality and compresses into single uniform 
mold. betraying the confidence the Program Com- 
mittee, perhaps, when tell you that the topic for today’s 
session was originally phrased bring out that very 
point. The topic first read was meant win from our 
speakers today their opinions the limits beyond which 
regulation, especially government regulation, cannot with- 
out requiring too great price for the benefits obtained. 

The question how far possible intervene econ- 
omic processes is, then, the basic topic for discussion today. 
approaching it, face contest which inherent modern 
life and this moment engaging the attention more less 
consciously vast number the world’s population. 
mean the contest between individualism and collectivism. 
Every advance achieved collectivism means course 
corresponding retreat individualism. The one the 
cost the other. listeners this afternoon suggest that 
test the methods regulation discussed the various 
speakers whom our pleasure have with us, according 
the cost involved these methods were put into effect. 
What charge will individual initiative have pay order 
obtain collective 

The first speaker deals with one the most intricate prob- 
lems regulation: Can Agriculture Affect Prices Con- 
trolling Production?” The speaker Dr. Edwin Nourse, 
who known you the Director the Institute Econ- 
omics the Brookings Institution, Washington, Dr. 
Nourse was formerly professor and head the Department 
Economics both the University South Dakota and the 
University Arkansas. His writings agricultural econ- 
omics are familiar you. take great pleasure introducing 
him you. 
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CAN AGRICULTURE AFFECT PRICES 
CONTROLLING PRODUCTION? 


EDWIN NOURSE 


Director, Institute Economics the Brookings Institution, 
Washington, 


ARM leaders frequently talk envious terms the 
ability industrial producers get profitable prices 
for their wares. This power they ascribe control 

output, and talk wistfully some line activity scheme 
organization which might produce similar results for agri- 
culture. far their attempts have not met with con- 
spicuous success. Many people still believe, however, that 
such result possible, and think the Federal Farm 
powerful new agency under whose leadership this happy 
consummation may realized. so, other agencies 
working toward the same end must implemented specific 
ways. possibilities are three number: (1) control 
production through comprehensive system educational 
and hortatory organizations; (2) control through 
associations producers widely and strongly organized; (3) 
control production government action, direct indirect. 


Data and Advice 


Educational effort goes far back the history the Depart- 
ment Agriculture’ and the state colleges and Experiment 
Stations. With the coming Taylor the headship 
the Office Farm Management and the subsequent 
merger and expansion this and other bureaus into well- 
rounded Bureau Agricultural Economics, the point view 
was enlarged from mere entrepreneur economics include 
also the group economics the agricultural industry. Studies 
the whole situation supply, demand and prices both 
home and abroad were inaugurated, and these brought bear 

T., The United States Governmental Activities the Field 


Agricultural Economics Prior 1913”, Journal Farm Economics, 
October, 1928, 
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upon the problem economic guidance for the business 
farming and for its several branches and geographic areas. 
Beginning 1922 the Bureau each spring convened con- 
ference the best minds” the farm management and 
agricultural economics group together with chosen specialists 
from outside. After canvassing the situation for some days, 
this conference would arrive analysis the situation 
which could offered the country national outlook 
for the coming 

These outlook” reports did not attempt lay down hard- 
and-fast plans operation allot quotas production 
which, held to, would guarantee good prices and prosperity. 
They did, however, attempt show which were the weak and 
which the strong points the current situation 
and give some notion how weak how strong each might 
be. They laid substantial foundation fact and analysis 
upon which workers the several states might proceed 
formulate their own ideas what was the best advice 
give their farmers concerning the lines activity and scale 
operations which would advisable for them follow. 
Such state outlook reports turn became the basis discus- 
sion numerous regional local meetings held Extension 
forces, frequently under the auspices the county agricultural 
agent local Farm Bureau organization. 

Obviously all this work was purely informative and most 
advisory character. Any farmer could entirely close his 
ears against it, fact had make least modicum effort 
were inform himself views entertained the 
experts. quantitative measure has ever been possible 
the effects which this work has had the results which, 
consistently developed over long period time, might 
eventually accomplish. Opinions have differed even the 
qualitative nature results. Critics have asserted that 
proportion there was any likelihood that the inside few 
would take the advice the national Bureau and the state 
college and Extension forces seriously, the outside many 
would try reap advantage going the opposite direction 
and that thus the natural results such expert guidance were 


Tolley, R., The History and Objectives Outlook Work”, Journal 
Farm Economics, October, 1931, 523. 
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offset distorted. The most unkind the critics even 
asserted that the analyses presented led directly inferentially 
forecasts future developments which proved glaringly 
incorrect that, the average events, any benefit from this 
advisory service could come only from going counter the 
course suggested. 

The issue not one which can settled the basis such 
short period trial under such troubled conditions. 
the absence any adequate device for measuring results, 
persons both inside and outside the Bureau have figured out 
for Department forecasts which make 
excellent showing. Particular instances can cited which 
seems clear that the federal state specialists’ advice pro- 
duced valuable results determining the scale operations 
particular farming groups, and competent students the 
experiment entertain what seems well-founded faith 
that has achieved results value and holds opportunities 
still larger usefulness the future. 

Two points concerning its general position among the econ- 
omic institutions the United States seem fairly clear. (1) 
entirely consonant with ideas freedom economic 
enterprise, popular education, and the beneficence and ade- 
quacy free competition regulator economic affairs 
which have been ingrained our system thought from 
colonial days. (2) While there considerable reason 
think that such system fully worked out over adequate 
period time might produce such degree control 
production would keep prices wholesome and satis- 
factory basis under what may called settled with 
lean periods rapid, not say revolutionary, change 
such swept over agriculture the wake the World War, 
periods such extensive and intense business depression 
has engulfed the world during the last two years. Agri- 
culture concludes, therefore, that are have devices 
production control which will meet these more extreme situ- 
ations any tolerable way, must turn one the other 
lines attack mentioned the beginning this paper, 
namely, group organization after the pattern 
governmental activity. 
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Coéperative Organization Commodity Groups 


The codperative movement this country addressed itself 
first the problem marketing, and was only the third 
phase the movement that possibilities making agency 
production control were any considerable degree ex- 
ploited. its first phase marketing was concerned 
with local problems, with the elimination market abuses, 
and the improvement service reduction costs. its 
second phase was concerned more directly with the problem 
price, and inclined favor fully organized groups pro- 
ducers coextensive with the particular line agricultural pro- 
duction specialized producing region or, the case the 
great staples, possibly even the whole country. its more 
naive phase, under the leadership Aaron Sapiro, assumed 
that, only the marketing organization were strong enough 
and sufficiently aggressive, need have concern with the 
problem quantity production but would able exact 
satisfactory price through its dominant monopolistic 
position the market. 

Commodity marketing organizations the more realistic 
type, however, such fluid milk marketing associations 
metropolitan areas, and the great citrus producers’ organiza- 
tion California, were early brought grips with the 
problem limitations consumer demand and the importance 
having their producer members scale their productive opera- 
tions accordance with the absorptive power the market 
rose fell, responded promotional effort the part 
the sales organization, revealed stubborn inelasticity 
demand. Such groups were painfully conscious the diffi- 
culties satisfying the member any basis other than that 
complete willingness take the whole his product 
whatever time wished throw upon the market. Overa 
considerable period time, however, they experimented with 
various devices which gave more less promise making 
consumer demand effective regulator the scale pro- 
ductive operations. The various fluid milk organizations have 
devised number plans differential payment designed 
furnish adequate pecuniary motive for increase pro- 
duction times when places where the flow production 
falls below the desired level and furnishing the strongest 
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possible pecuniary inducement curtail production when 
supplies outrun threaten outrun profitable 

the case the citrus growers the first line effort 
control was along the educational lines which have sketched 
our first section the light information which their 
selling force secured from the firing line the market. The 
executives attempted keep their members most fully in- 
formed the prospects for profitable outlet their fruit. 
They put the handwriting the wall and left the in- 
dividual member decide how govern his own actions 
the light this information. the surplus problem has 
come bear more heavily upon them the recent years 
agricultural distress, they have gone beyond this passive réle 
and developed skilfully but aggressively system by- 
product plants which serve dual purpose.* They salvage, 
industrial price, products which cannot profitably put 
upon the food market. But doing they also have some 
effectiveness regulator production reason the 
fact that the low price fruit diverted by-product uses 
tends put pecuniary penalty upon every producer pro- 
portion supplies outrun market demand. 

Time does not permit extended discussion the extent 
which the officers associations have worked 
out devices which are designed give them measure 
control over the productive operations the member group, 
Much less would possible trace out the extent results 
already obtained from the use such devices their promise 
success the future. Considerable familiarity with 
and with the literature the codperative move- 
ment, however, gives the writer courage hazard one 
two generalizations this line effort. know few, 
any, instances which has attained the same degree 
success can found the industrial field almost any 
established corporation with capable executive officers and 
strong board directors. 

While have the utmost respect for what has been accom- 


Bartlett, Roland W., Cooperation Marketing Dairy Products, Part 
and American Cooperation, 1925, vol. II, pp. 252 and 286; and American Co- 
operation, 1928, vol. II, 385. 

American Cooperation, 1928, vol. 131. 
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plished these codperatives the situation confronting them, 
this situation itself presents two distinctive difficulties. The 
first the multiplicity small-scale operators, blessed and 
cursed with the traditional independence the American 
farmer. those lines production which can entered 
anyone with capital few thousands even hundreds 
dollars, this generally means the average rather meager 
intellectual attainments and scant experience the field 
business. hardly possible organize such group 
basis purely voluntary individual control plant operations. 
the other hand, those lines agriculture which demand 
more expensive producing unit and attract the small capitalist 
somewhat better education, there tendency for him 
unduly impressed with the soundness and adequacy his 
own judgment. For example, the American Cranberry 
Growers’ Exchange, which has enviable record and whose 
members are above the average wealth and ability, com- 
plaint made that the business attracts too many retired sea 
who are more fond giving orders than willing 
take suggestions from the executive officers their 

believe that anyone who has followed the course 
effort the field staple crops will agree with 
that while millions acres unused land are reasonably 
suitable for cotton-growing, and production can undertaken 
anyone who possesses mule and 8-inch plow, control 
cotton through voluntary hopeless. The 
situation not markedly dissimilar the case the principal 
cereals, tobacco, and even precisely this reason 
agricultural interest has recent years been diverted from the 
field effort such toward governmental activi- 
ties devices which would supersede supplement voluntary 
and give the farmer really effective means for 
controlling production and scaling profitable demand. 


This situation was discussed some detail the writer paper be- 
fore the American Institute Cooperation July, 1930. See American 
Cooperation, 1930, vol. 22, Journal Business the University 
Chicago, October 1930, 
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III. Government Aid toward Control 


Post-war economic difficulties agriculture, what 
generally referred surplus have caused 
farmers recognize that the individual, whether acting alone 
voluntary with our educational agencies, 
part organized group, utterly incapable 
effecting adjustments productive operations widely 
enough rapidly enough cope with the emergency con- 
ditions which follow the wake world war accompany 
world-wide business depression. there has been 
clearly marked tendency for farmers, least agricultural 
leaders, cast longing eyes toward some sort government 
control productive operations means saving them 
from difficulties which part grow out the inability 
adjust the quantity farm production the volume effec- 
tive demand level prices which they consider necessary 
the welfare their industry. Four general types pro- 
posal have been made, ranging from those which are com- 
paratively mild those which involve drastic measures 
direct control. 

The first type the compulsory pool. This proposal re- 
quires all producers given commodity turn their pro- 
duct over single marketing agency and 
share any method allocating proceeds which may 
adopted. Such pool settlements may designed cause 
the unprofitableness the marginal part the product 
have the maximum effect contracting future productive 
effort. Notable this field effort the United States has 
been the McNary-Haugen proposal. Whatever may think 
the wisdom practicability this measure whole, 
should give credit the economic logic its equalization 
fee principle. This device would operate make the increas- 
ing unprofitableness any expanding surplus apparent 
every producer the settlement which received for every 
crop, thus retaining but intensifying two principles economic 
guidance upon which have relied the past, namely, in- 
dividual freedom enterprise and full information the 
facts upon which wise decision could based. 

second proposal for the control production through 
government action contemplates the rationing credit the 
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adoption more liberal more stringent requirements the 
part credit agencies limited and directed the last analysis 
the Federal Reserve Board its twelve regional banks, 
and the banks the Intermediate Credit system, with such 
supervision might come from the Federal Farm Loan 
Board, which rather anomalously attached. Such 
proposal contemplates more the way administrative con- 
trol and less guided individual decision than does the com- 
pulsory pool. However, large measure our agricultural 
operations depend only remotely not all upon the volume 
credit which can secured given season. Likewise, 
the nature the decisions which would have made 
the process rationing credit would extremely difficult 
make and extremely arbitrary when made. must 
apparent even brief consideration that such means control 
could operate only within extremely wide limits and affect 
significantly only the most extraordinary situations. 

When turn from the first pair the second pair our 
group four possible governmental lines attack the 
problem production control, pass from those which are 
indirect and rather uncertain their method operation 
two which contemplate very direct action and which, were 
practicable put them into effect, would have close and, 
barring the fluctuation seasonal conditions, clearly pre- 
dictable relation volume output. 

The first these restriction the volume land which 
could devoted agricultural uses even conceivably 
particular classes agricultural use, such grazing. 
embark upon such policy would obviously complete 
about-face from the nation’s traditional land policy. From 
the beginning have held the doctrine that our resources 
should used gratify the land hunger every would-be 
farmer regardless his fitness for taking this calling 
the probable economic effect the turning his labor and 
capital resources this direction. Through long succes- 
sion public land acts, have followed consistent course 
stimulating private settlement and expanding use our 
agricultural resources according the dictates each 
man’s wisdom, lack it. The only small exception this 
general rule which claims our attention has come with the 
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development very moderate forest reserve which has taken 
some land completely from agricultural use and definitely 
prescribed policies limited use other areas for grazing 
purposes. The end sought these regulations was maximum 
long-time utilization conservation natural resources 
rather than limitation production. 

More recently, however, has been proposed that con- 
structive policy with reference the regulation output 
accordance with the limitations market demand might 
developed the withdrawal other large areas added 
existing forest reserves simply designated non- 
agricultural land. matter mere arithmetic, not 
difficult compute what subtrahend would have taken 
from our total land area leave agricultural remainder 
which (in the light qualitative selection) would give 
agricultural plant capacity suited the consumptive re- 
quirements any given time. But when comes the 
financial, political and social expediency readjusting popu- 
lation, investment and the volume business between one 
area and another, and providing the necessary funds 
make possible the reacquisition these lands from private 
owners, the matter takes stupendous difficulties. Consider 
also the task policing the new public domain prevent 
its erstwhile residents other submarginal farmers from 
sneaking back squat upon these not altogether sterile acres 
from which bootleg product would trickle out undermine 
our neat plans control. 

There are the United States approximately 1.9 billion 
acres land. this, roughly 400 million acres may 
classed crop land, 800 million pasture land, 500 million 
forest and 200 million waste (including cities, railroad 
rights way, and the like). seems safe assume that 
least one-tenth the crop land, one-third the pasture and 
half the forest area would have government hands 
this were relied upon agency for even moderate 
control the volume output. This would mean the 
acquisition some 250 million acres for addition the present 
public domain. average price $6.00 acre, 
this would involve initial outlay one and one-half billion 
dollars, not mention the administrative expense sub- 
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sequent handling the area withdrawn from agricultural use. 
These current costs would part—but doubtless only 
part—recouped from rentals, grazing fees, other sources 
income. 

word, then, appears upon very simple analysis that, 
whatever benefits (and believe they are considerable) might 
reaped from the judicious extension public control over 
our land area, the belief that control the volume agri- 
cultural products can brought about aggressive land- 
utilization policy for the country whole seems need 
very considerable modification. 

one two states submarginal lands have been removed 
from agricultural use extension state ownership. Even 
Eastern states great wealth, where the area such lands 
comparatively small, this progress has not gone far enough 
make public ownership real factor control agri- 
cultural production. conceivable that interest this 
subject outgrowth the present emergency may turn 
popular sentiment from the old free land policy such 
degree public ownership would make this vital factor 
the control agricultural output. This, however, the 
realm long-time speculation rather than importance 
factor the solution the current problem. 

Finally, come the proposal for licensing agricultural 
producers, allowing agricultural products come the 
market only according some system allotments 
Obviously such system would much simpler and more 
effective than control through limitation public land owner- 
ship. would avoid the financial difficulties the latter 
and also escape the complications which would arise from 
changes the intensiveness cultivation, once area restric- 
tions were imposed. apparent even first glance that 
any public agency which undertook fix the ratio supplies 
demand the domestic and some cases probably the 
export market would have allow considerable margin for 
errors judgment and seasonal differences growing con- 
ditions. effective, therefore, would involve con- 
siderable holding operations for purposes equalization 
supplies. 


Black, John D., Agricultural Reform the United States, 271. 
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mind not closed the idea that our economic institu- 
tions might, the present state our knowledge, caused 
develop this direction with considerable degree 
success. Conceivably the social cost those goods which 
come from agriculture might less under such control 
system might able perfect over period years. 
the other hand, cannot refrain from calling attention 
the fact that the attempt centralize economic planning, thus 
causing the actions large number people deter- 
mined decisions made small group, has dangers 
well potentialities good. When the head planners were 
right, great benefits would derived, but the ills that would 
flow from wrong decisions would not less extensive 
widespread. Power would gained the expense 
flexibility. 

but natural that, such extraordinary period 
emergency readjustments have been thrust upon the 
past decade, many minds should dally with the possibilities 
omniscient and omnipotent economic direction which would 
cure mitigate these ills with great rapidity. would hazard 
guess, however, that shall the end settle down 
continued reliance upon freedom enterprise agri- 
culture, coupled with stronger emphasis and increased effort 
along educational lines order that these individual decisions 
may made wisely possible. fancy also that the 
regulative sphere shall, terms organiza- 
tion, credit extension and land institutions, make numerous 
modifications which will have some influence toward prevent- 
ing the widest kind aberrations individual economic effort 
from the economic center gravity. Under ordinary economic 
conditions such institutional system will produce probably 
the most satisfactory results, and too much expect that 
any set agricultural institutions could guard against the 


difficulties the crises which come occasionally human 
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tion Industrial Production and Price Control”, 

subhead that still more restricted general 
topic, Prices, Production and Employment Effectively 
least unable complain that the subject 
assigned him not broad enough allow him full scope 
the collection facts, the exercise his imagination and the 
presentation sufficient number ideas stagger, not 
indeed completely benumb, his audience the short space 
twenty minutes. 

After surveying mind the possible range questions 
that could comprehended such effort, concluded 
that perhaps the wisest thing was first construct 
simple theoretical framework into which the several types 
pertinent considerations and practical proposals could fitted. 

That framework, which concerns itself first all with 
definitions, essence follows. Industrial production and 
prices are inextricably related; yet, for purposes both an- 
alysis and objective control, the two may distinguished. 
free economic system such ours—I limit myself this 
discussion the range competitive industries and exclude 
the railroad and public utility fields—is beset continuously 
two types price and production problems one, in- 
dividual specific, the other, collective general. the 
side production, currently, appears the question the 
adjustment the specific supply any one commodity 
the demand for that commodity and periodically, appears the 
problem the overproduction several commodities toward 
the close cyclical upswing. not, you will note, say 
overproduction commodities, but use the ambiguous 
expression There can doubt, however, that 
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number important commodities, ill-considered expan- 
sion output one the things which periodically give 
rise serious set industrial problems. 

the side prices, currently, present the question 
the determination the price for any one commodity the 
market compared with another; and periodically, also, 
emerges the problem general rise fall the price level 
all commodities, some way averaged 

Now this very simple theoretical framework, which 
have constructed the formidable fashion typical college 
professors, there are, then, four variables: 


(1) The production problem its specific sense—the current 
and short-time adjustment supply demand in- 
dividual commodities. 

(2) The production problem its general sense—the long- 
time secular apportionment economic resources 
the manufacture and market distribution goods and 
services. 

(3) The price problem its specific sense—the determina- 
tion individual commodity prices. 

(4) The price problem its general sense—the question 
changes the general level. 


may now discuss these several factors reverse order— 
rather real order all, because the four them are 
interstitially related; and the question singling out the one 
the other merely matter emphasis. That emphasis, 
however, important, for determines one’s attitude toward 
all proposals for conscious regulation and control. And 
central thesis that three these four factors ought not 
attempt regulate all, while with the remaining one 
ought experiment. 

Should try regulate the general level commodity 
prices? Placing greater relative emphasis upon the other 
factors, should answer definitely Changes the 
value the dollar, far commodity prices go, whether 
cyclical secular character, would make very great differ- 
ence were not for excessive variations in-the rate which 
individual commodity prices changed. aware that 
have not defined the word excessive” but that may 
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return later. For the moment, want merely make the 
obvious point that the index number general commodity 
prices rose fell, but were perfect average—if there 
were price dispersion—then the problems industrial pro- 
duction and price control would greatly mitigated. For 
probably not price inflation itself, during upswing, but 
excessive variation the rates change that most respon- 
sible for the industrial difficulties which develop. Certainly 
there can overexpansion industry disastrous over- 
expansion several branches industry—without any gen- 
eral upswing prices all—as the events 1925 1929 
not the prices securities.) And far concerns secular 
changes general prices, are quite powerless affect the 
influence changing gold production upon debtors and 
creditors without adopting either deliberately managed cur- 
rency authorizing the President, the Treasury some 
governmental group periodically tamper with the gold 
dollar. you don’t like the word “tamper” then you can 
say “adjust” But upon discussion 
the probabilities carrying such program successfully 
not here need enter; undertake control secular 
trends prices requires that some such step taken, and 
personally skeptical its economic well its 
political effects. not, course, suggesting that 
abandon efforts commercial and industrial stabilization 
through the use the bank rate, central bank open-market 
operations, and the like; but merely that definitive control 
the price level per probably not ever attained 
through the exercise either governmental fiat central 
authority. 

Now the price problem its specific aspects the 
determination individual commodity prices any given 
time. likewise fail see how any deliberate control such 
prices can undertaken either trade associations govern- 
mental bodies, under any sort free, competitive system 
industry. History seems have shown that trade associa- 
tion cannot regulate prices year and year out, either under 
gentleman’s agreement explicit organization and con- 
trol, unless either the association small (its members few) 
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its power concentrated and almost absolute. And there 
evidence show that were possible give such power 
trade associations any sets business men, would 
not grossly abused. Our economic system has not been one 
calculated instill most entrepreneurs, traditionally, sense 
thou concerns the interest the consumer, all 
the public relations counsels and luncheon clubs the 
country the contrary notwithstanding. The consumer 
comes first when the business men must put him first order 
get his business; under monopoly any kind that auto- 
nomous and not governmentally regulated, there assur- 
ance whatever that the consumer will not usually, regards 
the scale prices charged, exploited. 

regards governmental price-fixing itself, seriously 
doubt that Federal board any kind could successfully 
regulate all the prices charged currently for every article, 
even for the majority articles, made and sold. the 
single case cited railroad regulation and the Transporta- 
tion Act 1920, one has only point the history the 
Valuation Act 1913 which depends, and suggest the 
cost carrying out the provisions the latter applied 
just one industry. This may too dogmatic disposal 
the matter; willing concede that experiment with 
price-fixing one two industries might perhaps under- 
taken without wholesale disaster necessarily resulting. But 
attempt any widespread scheme governmental price-fixing, 
other than war similar emergency basis, seems 
almost impossibly difficult task. The concept fair price 
involves that fair return upon investment; this involves 
the process valuation; all three things are nebulous quanti- 
ties resting upon complicated set tangibles and in- 
tangibles alike that shudder the thought general 
American valuation staff attempting resolve it. And the 
process judicial review were follow its work, the Federal 
courts would clogged for years ahead. 

come now the matter changes production. 
far secular trends commodity output go, doubt any 
conscious control such changes either possible desir- 
able. What the amount eight-cylinder auto- 
mobiles double-tongued wagons, wooden ice-boxes 
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porcelain-finished electric refrigerators produced over 
twenty-year period depends upon market shifts, consumption 
habits, factors affecting the general scale operations and the 
cost production, the currents invention, and the like. 
Unless are ready accept definite scheme long-range 
planning—a twenty-year control five-year basis 
—the deliberate and conscious regulation secular trends 
commodity production unthinkable. 

Nor there really any great need for it. Production 
changes not, the long run, have any significant—or 
least, any disastrous—effect upon prices. They may, 
sure, affect the general price level the volume goods in- 
creases more rapidly than does the country’s circulating 
medium vice versa; but were not for variations which 
occur different rates price changes, they would 
cause difficulties generalized sort other than that 
the debtor-creditor relationship, and conscious control 
them over, say, twenty-year period seems almost impossible 
attainment. The immediate elements the situation which 
upset the equilibrium the economic system anyhow 
terms its ability keep functioning effective machine 
—are not, may repeated, changes the general price 
production level per se, but excessively disproportionate 
changes the specific prices particular sets commodities. 
General changes price levels aggravate the magnitude 
these changes internal relationships within the price system; 
but single-minded sort analysis which has become 
popular late: place the responsibility the present de- 
pression the United States simply the door the failure 
the gold supply keep with the volume production. 
The maldistribution gold may indeed one the several 
important underlying factors work; but seems that 
gold neither the sole villain the drama nor the immediate 
factor upon which attention ought fasten our conscious 
efforts improve the play. 

are brought, then, the fourth factor our theoretical 
framework, that the problem production its specific 
sense—the current adjustment demand supply the 
case individual commodities. think, lies our only 
hope for any consciously exerted control. 
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Let stretch the meaning the word however, 
nor day-to-day changes, but those which take place over 
period year, or, say, two, four five years—in other 
words, let include period long enough cover cyclical 
upswing business. 

could control the blindly competitive expansion 
production particular lines business—say, certain im- 
portant manufacturing industries—over the two, three, four 
years prior the occurrence industrial crisis, might 
not eliminate the crisis—I about propose panacea— 
but might greatly ameliorate its effects. 

Let specific. The automobile industry furnishes 
spectacular illustration, use relieve the tedium 
abstract analysis. 

1916, the motor car industry this country passed its 
peak growth, terms the yearly rate percentage 
increase shown its production curve. Actual output, 
terms the absolute number cars produced, course con- 
the actual figures began; this was clearly evident 1926, 
when the question saturation” began bother some 
the thinking persons the industry. spite the fact 
that the motor industry whole had excellent year 
1926, the Ford Company began worry because was 
losing business the General Motors Corporation and several 
other concerns. course most unethical mention 
names like this; the General Motors Corporation has never 
admitted publicly that Ford has competed with with 
Ford. But whatever the patient died of, the Ford Company 
took year 1927—and changed its model. That gave 
General Motors and the other producers their big chance— 
they expanded output and sold thousands upon tens thous- 
ands cars while consumers could not get delivery Model 
Fords. Encouraged their success 1927, General 
Motors and many the so-called independent companies 
greatly extended their plant capacities 1928. The result was 
that 1928 and 1929, with Ford back production, the 
industry had more than enough capacity take care con- 
sumer demands even those excessively prosperous years; 
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and any year less good, the industry now saddled with 
capacity which cannot possibly use, and which results 
not only greatly reduced profits, but, the case many com- 
panies, heavy losses serious and disorganizing character. 

Now point that the automobile industry, and 
other cases like it, all this could have been foreseen. From 
both social and business point view, was sheer madness 
for most Ford’s competitors expand their plant capacities 
just because one two-year opportunity existed capture 
business. Could the producers automobiles 1927 1928 
have sat around table, not figuratively but literally and 
legally, and said each other: See here, know that 
can’t all expand our capacities and use them; the market isn’t 
calling for anything like that many cars; let’s tell each other 
our exact plans and then exercise little restraint throwing 
new foundries, machine shops, body plants and assembly 
that been done not merely the automobile 
industry but several other important industries, quarter 
half-million fewer men might suffering this winter. 
explanations business depressions; 
those are simply convenient surface labels that are applied. 
But see the blind overexpansion certain industries, 
actuated the profit motive, one important cause the in- 
dustrial chaos which periodically besets us. 

How can such control plant capacity practice 
accomplished? aware that there are serious difficulties 
involved. But want once dispose several them 
that not seem serious. The business group association 
question should have the power allocate only extensions 
plant legally merge plants, combine pro- 
ductions, pool profits, agree upon prices. see great 
danger that such groups could successfully maintain prices 
sub rosa they tried so—at least, any more than they 
now. small industry producing standardized pro- 
duct, perhaps might done—just such cases secret 
price agreements are made, and sometimes adhered to, now. 
But larger important industry, monopolistic mergers 
were still prevented, any real conscious control would 
difficult attainment. Gentlemen’s agreements, old 
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remark has it, are never kept; that why they are called 
that name. have fear that conferences looking sane 
interchange plans concerning proposed expansions plant 
capacity could often lead effective, well kept price agree- 
ments among competing producers. sure, merely not 
allowing plant capacity expand much otherwise 
might would itself mean that prices often might 
higher than they would with overcapacity prevailing; but 
that represents unconscious operation the price-determin- 
ing mechanism, and not undesirable; general, the com- 
munity derives lasting benefit from low prices which are 
attendant upon overcapacity, unemployment and demoraliza- 
tion its important industries. 

are, other words, too used defining monopoly 
control over supply order fix price. What urging 
break that concept half: control supply, but let 
price take care itself. Supply, all events plant 
capacity, perfectly definite concrete thing; and not 
fantastic conceive its being consciously controlled. Prices, 
the other hand, are entities different sort, and con- 
scious control them probably cannot made effective with- 
out either sacrificing the consumer’s interest directly fore- 
going the flexibility and the several other virtues which attach 
system free enterprise. Unless control plant 
capacity, competitive recklessness causes discrepancies between 
supply and demand certain industries upset the rough 
equilibrium required between the parts the industrial system 
function effectively. But plant-capacity control, and 
price control, though related, their conscious aspects are 
clearly distinguishable and should kept so. 

may, however, asked: Would not any power appor- 
tion productive capacity, through exerting effect upon the 
amount output, itself enable producers consciously 
control prices? Without having agree directly upon 
price, would not the producers often vote against increasing 
plant capacity merely order restrict supply and thus 
permit prices remain upon higher level? There not 
time here enter upon full discussion the theoretical 
implications this for the whole body value doctrine 
involved. With perfect homogeneity product, some such 
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result might conceivably ensue, although even there, good 
deal flexibility the capacities already existing plants 
would tend cause least one two producers break 
away from such output pool, especially were only 
tacit and not explicit, legally authorized and enforceable 
agreement. any rate, such conscious influence exerted 
upon prices could affect them only within certain limits. 
the case, the other hand, products which are clearly non- 
homogeneous, such automobiles radios, each producer, 
despite the keenness competition those fields, already 
possesses qualified monopoly his own particular make 
brand; and standard market price for the industry 
whole conceivable. general, therefore, may said 
that any conscious price control which might exerted 
producers merely through the curtailment plant capacity 
would assuredly far from perfect. 

Two further, but very vital, questions remain. How could 
such round table conference producers, even assuming 
that agreed the probable total market demand for the 
industry’s product over two three-year period, agree upon 
the specific allocation new plant capacity? Would not dis- 
putes deadlocks often arise, and who would settle them? 

Something, inclined think, might accomplished 
without provision for recourse outside authority, but grant 
that times such recourse would necessary. would 
therefore essential for board court some kind, 
divorced from the particular industry itself, hear appeals 
decide such controverted cases. This might mean setting 
board which would operate under the aegis the central 
government. But such court need not court law, nor 
necessarily administrative branch the government 
possessing legal powers enforcement. possible that 
board this kind, called say, the Priorities Division the 
Department Commerce”, might prove highly effective 
simply putting its decisions, upon problems presented it, 
the form recommendations, which popular sentiment 
industry might force recalcitrant concern accept. 
this were tried first and did not work sufficient number 
cases, then measures invoking definite legal compulsion might 
essayed. the most frequent need for coercive 
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authority from above would arise when wholly new producer 
wished enter the industry; those already possession 
the field might loath let him so. The higher board 
court would here have reverse the de- 
cision the industrial group trade association, the 
applicant for admission could show that opportunity for 
new capital that industry seemed exist upon either market 
grounds those new, possibly patented, process 
product. Admittedly, difficulties would here arise; but they 
are far slighter than those connected with valuation and fair 
return under governmental price-fixing itself. 

The second point concerned with putting such plan 
plant-extension-allocation into practice relates the scale 
which the experiment undertaken. Here seems clearly 
wise proceed slowly, bite off bit time. Although 
great admirer Mr. Swope’s plan for industrial 
reorganization, feel certain that would grave mistake 
for industry whole adopt any such plan one stroke— 
even could such general adoption accomplished. make 
all important trade associations business groups organize 
once for any such purpose would introduce drastic alter- 
ation our industrial scheme that the attendant confusion 
might obliterate all chances for the plan’s success. Anything 
this sort experiment; and experiment can best 
performed case, not upon the whole population. should 
suggest that some one important industry undertake the ex- 
periment; its members definitely organize board work 
the allocation plant capacity. The govern- 
ment might well take the initiative sponsoring the organiza- 
tion such board for that industry, and acting 
arbitrator court appeal necessary. this were done 
with one industry only, the problem governmental spon- 
sorship would not large that adequate and competent 
personnel could not found for the sponsoring board. 
Furthermore, the field experiment comprehended would 
small enough that other industries and observers throughout 
the country large could watch closely and know fully its 
experience. that experience were favorable one, other 
industries could then follow. Possibly the automobile in- 
dustry, being leading one, one with relatively small number 
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large units, and one possessing existing, well organized 
and influential trade association now, might good choice 
which try out such project over the course the next 
business cycle. 

repeat that the sort here 
proposed offers industrial panacea. depression such 
the present one the result more things than merely over- 
expansion particular branches manufacture. The ques- 
tions the stock market, the control credit, the international 
situation, the plight agriculture, have not been touched 
upon this paper. But clearly, the unbridled creation 
plant capacity one part our complicated problem. 

conclusion, then, thesis follows. The 
price problem its general aspect—that the price level—is 
insoluble conscious action unless the world itself essays 
politically managed currency. Deliberate price control 
its specific sense—valorizing regulating all even most 
individual prices—is also chimerical concept economic 
world complicated the one upon this planet. The con- 
scious control secular production trends likewise involves 
things too large and indeterminate receive serious consider- 
ation from practical men. The fourth factor the framework 
—production control its specific sense, through conscious 
agreement among producers the allocation plant con- 
struction and extension—deserves attention experimentally. 
might not work. But are indeed calloused community 
civilized beings allow individual initiative and self- 
interest alone continue the entire direction our economic 
system, without having the courage experiment here and 
there, deliberate and conscious fashion. 
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THE MAINTENANCE WAGES 


GEORGE SOULE, JR. 
Director, Labor Bureau, Inc.; Editor, The New Republic 


HERE probably more wishful thinking about the 
subject wage adjustments present than about any 
other item economic policy. And this wishful 
thinking not all the side the worker who wants keep 
wages up. also very largely the side the banker, 
the security holder the employer who wants force wages 
down. side makes out rationalized case for the policy 
favors, attempting prove that what desires its own 
interest really the interest its adversary and society 
large. 

well deflate these arguments the beginning 
perfectly hardboiled attitude. our competitive, individual- 
istic order, each economic group puts first the enhancement 
protection its own interest. During expanding production 
and these interests not always conflict sharply, 
since there something extra for all. But during depressions 
the conflict intensified the effort everybody keep 
what has. depression is, one aspect, sort universal 
strike. The manufacturer strikes limiting his production 
the interest price maintenance. The bank strikes 
declining lend freely. government, faced deficit, 
curtails its expenditures much can. this sup- 
ported taxpayers who not want pay additional levies. 
Bondholders ask for rate increases the railroads for wage 
reductions, protect their securities. Farmers and laborers 
are not such good position strike, but they mobilize all 
the protective forces they can. This process mutually tight 
bargaining resist deflation creates total restriction out- 
put. Those the weaker and more exposed positions are 
the first lose. The process goes until something happens 
reverse the current. Nobody knows just what this some- 
thing may be. may readjustment the structure 
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incomes and prices. may the creation actual shortages 
markets. may the unlocking hoards capital 
resources the prospect profit made deflated prices. 
But what happens the income property the various 
classes before the hoped-for revival not determined con- 
scious social control the interest the whole community. 
determined the stresses and strains conflict. During 
such battle royal, takes good deal assurance advise 
labor that ought, public duty, accept reductions 
wage rates any more than obliged accept them the 
turn the fortunes economic warfare. Similar advice 
not customarily directed bond and mortgage holders 
property interests generally. 

But attempt apply reason the question, fore- 
warned against the danger selfish rationalization, what may 
conclude? have two main subjects consider. 
The immediate one, which usually pushed the forefront, 
how best get out the depression. The ultimately more 
important one how best safeguard the general interest 
the long run. Let consider the immediate problem first. 

The usual argument for wage reduction that will really 
enlarge wage payments increasing employment. What 
matters not the rate pay but the amount the pay 
envelope, the numbers work. Just how this enlarge- 
ment employment supposed work? can see but three 
possible mechanisms which such result might expected 
come about from wage cut. 

the employer does not have pay much single 
worker, may have something extra with which can 
employ more workers. But not likely employ more 
unless can market their product. And the wage cut, 
used directly pay for more employment, does not affect the 
sale the product. course, sharing unchanged 
amount work may be, and often is, practised shortening 
working hours, but this does not necessitate any change 
the hourly rate. 

reduction rates pay may permit reduction 
prices, and thus lead larger sales and more employment. 
But are far from any assurance that this result will actually 
follow, for the following reasons: 
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Many reductions wages are not followed reduction 
prices. Steel prices did not fall after steel wages were cut. 
not proposed reduce railroad rates consequence 
the railroad wage cut which demanded. Textile prices have 
not fallen result the recent cut textile wages. We, 
have social mechanism which controlled semi-con-/ 
trolled prices may brought down pari passu with wage cuts/ 

Since labor cost minor part total cost many modern 
industries, any possible reduction wages would not permit 
sufficient reduction factory prices affect demand appreci- 
ably. The big factor cost highly mechanized industries 
often consists fixed charges. Overhead terrifically burden- 
some volume small. What these industries need, order 
lower prices materially, not lower labor costs, but greatly 
enlarged sales. Failing this, the only possible relief 
reduction fixed charges, largely through capital deflation. 
This assumes, course, that all possible reductions prices 
result lower material costs and economies selling and 
distribution have been made—as they should made—before 
the wage question considered. 

therefore have assurance that reduced wages either 
can lead appreciably lower prices manufactured 
goods. must remember, turn, that factory prices repre- 
sent but fraction the prices charged retail consumers. 
Retail cost distribution high, not because wages paid 
clerks are high, but because rents are high, packaged goods 
are sold small quantities, styles are ephemeral, competition 
produces immense duplication facilities, and excess 
competing brands requires heavy expenses inventory and 
handling. Studies The New York Port Authority, among 
others, show clearly how this distributive waste keeps retail 
prices up. 

The third possible way which wage reductions are 
supposed help employment and recovery not 
ordinarily acknowledged, but probably furnishes the real 
motive for much the wage-cutting. The money taken from 
labor utilized, not cut prices, but increase cor- 
porate earnings and validate existing capital obligations. 
The feeling that this would help the bond and stock markets, 
remove embarrassment from banks, and lead renewed 
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flow credit and investment which would stimulate business. 
But the economic reasoning behind this feeling exceedingly 
tenuous. are depending deflation restore 
equilibrium among prices, how know that deflation 
capital values may not the very thing needed before any 
sustained recovery can made? Why should artificial 
measures taken sustain restore the values capital 
claims, while the values commodities plunge and the value 
labor energy forced down? Are not such things rents 
/and interest payments the very factors our price complex 
which resist deflation most stubbornly, and furnish the greatest 
obstacle restoration price equilibrium? true that 
“bankruptcies and receiverships temporarily tend increase 
unemployment, but they may supply the very purgation our 
system needs before new credit and investment can relied 
upon restore activity. All this depends, course, 
adherence logical deflationary policy. the other hand, 
inflation which will bring the prices which have fallen the 
most, there reason advocate wage reduction all. 

much for the logic wage reduction way out the 
present dilemma. How about the bearing permanent policy? 

must make some assumption guide permanent 
wage policy. make the following one. The ability in- 
dustry produce goods per man-hour labor shows steady, 
and recent years, accelerated increase. desirable 
that the real wages purchasing power labor should in- 
crease productivity increases. There are number 
reasons for this. the first place, obviously just from 
social point view. the second place, labor does not 
develop the purchasing power absorb its share the in- 
creasing product industry, surplus output surplus capacity 
likely develop. the third place, when increased pro- 
ductivity, which course means lower unit costs pro- 
duction, does not lead larger real wages, does lead 
rapid growth profits. This stimulates overinvestment, 
speculation, and eventual collapse, such experienced 
1928 and 1929. 

Real wages did have big jump between 1920 and 1923. 
The reason was that, the intervening depression, retail prices 
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fell much more than wage rates, and consequently when full 
employment returned 1923, the purchasing power labor 
had been markedly enlarged. This undoubtedly furnished 
tremendous stimulus industry. But after 1923, during pros- 
perity, real wages increased very little. This contrary 
the popular impression created the talk about the economy 
high that well emphasize it. Dr. Willford 
King’s study The National Income and Its Distribution, 
made for the National Bureau Economic Research, indi- 
cates that real wages manufacturing were actually slightly 
lower 1928 than they had been 1923. terms 1913 
dollars, real annual earnings manufacturing averaged $700 
1923 and $668 1928. Mining wages, all know, 
also fell during this period, and the fall was heavy. course 
the construction industry was booming, and construction earn- 
ings rose markedly. had not been for this fact, 
probable that the average level real wages the country 
would have been lower the last years prosperity than 
the first. was, the average increase was inconsiderable, 
when compared with the growth productivity. was only 
little over per cent for the five years, 1923-1928. Whereas 
general industrial production was growing the rate 
per cent year, and railway ton-miles were increasing per 
cent year. Under these circumstances, when labor was not 
receiving enough extra cash buy back the increased product, 
salesmanship naturally turned rapid stimulation con- 
sumers’ credit order get rid the goods. This expansion 
credit worked for while, but could not expected 
perform the miracle furnishing permanent substitute for 
increased cash incomes the hands consumers. Money 
borrowed not, after all, exactly the same money earned. 

The failure real wages increase fast productivity 
course boosted profits rapidly. The annual increase the 
profits industrial corporations between 1922 and 1927 has 
been found Dr. Frederick Mills the National Bureau 
Economic Research less than per cent. This must 
have been large factor stimulating the overinvestment and 
the sky-rocket speculation from which have suffered 
severely. 

are ever arrive state which can even 
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approximate full utilization our existing productive facili- 
ties, must somehow increase the purchasing power labor. 
Such increase long overdue, view the technical 
advances since 1923. Statistical history, not only recent 
years but decade two before, indicates that increases 
real wages usually occur, not during periods prosperity, but 
result periods depression and falling prices. They 
occur then because, somehow other, wage rates cannot 
pushed down far the cost living falls. the result 
this depression should that wage rates were cut much 
the cost living had fallen, should regard the chance 
prompt return anything like prosperity considerably 
diminished. might have revival, but should probably 
jolt along two cylinders for considerable distance 
thereafter. 

couse unfortunate that should have depend 
successive periods deflation that real wages may catch 
with the steadily growing ability produce. not want 
understood believing that periods crisis and unemploy- 
ment are desirable, because they usually have this effect. 
ought perfect the necessary social and economic organization 
that can raise standards living steadily and without 
violent spasms. But that another story. 
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THE NECESSITY FOR WAGE REDUCTIONS 
THE PRESENT CRISIS 


MALCOLM RORTY 
Consulting Economist 


approaching the very contentious subject with which 
have deal this afternoon, may clear the air saying 
that argument will directed quite much against 
excessive wage cuts favor reductions that are necessary. 
Furthermore, except very special cases, see excuse for 
reductions real wages, take the 1929 level 
standard, but, the contrary, convinced that any necessary 
reductions nominal wages should, the average, leave 
definite margin gain real wages compared with the 
1929 figures. 

the effort clear the air still further, let suggest that 
the entire argument regarding reductions nominal wages 
one degree, rather than fundamental principle. 

Reasoning and well informed men all classes and points 
view will agree that any extreme and long-continued infla- 
tion prices may justify, and time necessitate, closely 
corresponding increase wage rates. Similarly they will 
agree that extreme and long-continued deflation price 
levels may justify, and due course necessitate, decrease 
nominal wage rates. 

far there may argument between such reasonable 
men, will tempered both sides realization the 
fact that wage rates, the long run, are determined, and must 
determined, the productivity labor, and that neither 
excessive reductions, nor the maintenance excessively high 
levels wage rates, during depression periods, can have any 
important effect upon ultimate average standards real wages. 

Under these circumstances our reasonable men will begin 
agreeing, principle, that the purpose of, and justification 
for, wage adjustments, times drastic decline com- 
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modity price levels, break the economic deadlock that 
arises, and restore confidence not too distant restoration 
normal business and industrial profits. They will agree, 
also, that recovery from major business depression comes 
only when business and industry, together with the banks and 
other lenders money, acquire confidence that new ventures 
can undertaken, and existing activities can expanded, 
with reasonable prospects The end unemploy- 
ment sight when some one, somewhere, first gains the 
courage borrow money pay wages put the unemployed 
back work, and when some lender, somewhere, first has the 
courage loan him the money for this purpose. 

With these convictions the background, our reasonable 
men will agree, further, that wage adjustments should made 
promptly, when necessary, and that they should adequate, 
but more than adequate, produce the desired result. 

From this point on, may assume that our special jury will 
examine the current facts and past experience determine the 
answers certain specific questions. The first question will 
how great decline price levels must take place, 
and how long must endure, before reductions nominal 
wages become necessary. The second question will 
the extent the reductions nominal wage rates that are 
required, the interest business and labor alike, con- 
nection with any given permanent semipermanent price 
decline. And the third question may the pledges, 
any, that may properly given restore the old wage levels 
case favorable change conditions. 

this stage our discussion, may desirable point 
out that our reasoning man, like the economic man, con- 
venient fiction, and probably never has actual existence the 
flesh. Reason but the infinitesimal point balance between 
infinite shades and ranges unreason. Nevertheless all 
here will admit that we, ourselves, are gifted with perfect 
reason and the fiction the reasoning man is, otherwise, too 
convenient abandoned the shaping our argument. 

If, therefore, permit our entirely fictitious reasoning men 
continue their discussion, and proceed concrete con- 
siderations, probable that they will conclude that the great 
majority necessary wage adjustments have already taken 
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place, including some that may have been excessive and un- 
necessary. Their further examination the problem will, 
therefore, become somewhat academic, although will still 
have its immediately practical aspects, far may 
indicate what reductions have been excessive, and what reduc- 
tions, not yet made, may still required. 

general consideration the problem the adjustment 
wage levels changing price levels, necessary, how- 
ever, recognize that the best answers must approxi- 
mations. The statistics present conditions and past 
experience are none too complete exact, and, furthermore, 
—what more important—present action must depend, 
large extent, upon forecasts future conditions. 

If, for example, could assume that the present depression 
will show sharp rebound commodity prices the levels 
1929, might reasonably conclude that permanent 
reduction wage levels will required, and that, where 
reductions have already been made, there should, general, 
prompt restoration the 1929 levels, even slightly 
higher figures. 

If, furthermore, might count the maintenance the 
1929 level wages potent factor the prompt restora- 
tion the 1929 price levels, might justified very 
special effort avoid even nominal wage reductions, except 
those extreme cases where was clear that the only choice 
lay between reduced wage and wage all. Under such 
circumstances, the losses that might arise from any retardation 
business recovery might more than offset the very 
important relief given private and governmental debtors, 
and many the smaller banking institutions, through 
acceleration the price recovery. 

The preceding possibilities make clear that any suggestion 
the desirability reductions nominal wage rates must 
based definite assumptions the future and the 
interplay economic factors. clarify our further dis- 
cussion may, therefore, well this point state the 
premises that appear justify the more moderate, least, 
the wage cuts that have taken place, may take place, 
during the present depression. 

The first these premises that, while increasing gold 
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production, combined with the credit facilities modern 
central banking systems, may capable, due time, 
restoring and maintaining the 1929 commodity price level, 
there certainty how rapidly these factors will 
operate, and the oniy reasonably safe forecast for the immedi- 
ate future appears that there will substantial rebound 
wholesale commodity prices from the recent extreme lows 
point perhaps midway between such lows and the 1929 
level. further element this premise, the assumption 
may made that the initial rebound prices will followed 
period relatively slow price movements from level of, 
say, per cent that 1929, about 125 per cent 
that 1913. 

The second premise that the restoration, far possible, 
the 1929 price level will facilitated, rather than hindered, 
any wage adjustments that are necessary stimulate 
revival business activity. 

The two preceding points are presented premises, for the 
reason that they not lend themselves statistical other 
direct proof. The assumption the trend price levels 
is, believe, supported substantial majority trained 
economic and banking opinion, well considerable 
evidence the history previous periods drastic decline 
price levels. this latter respect am, however, quite 
ready admit that economic reasoning from historical an- 
alogies exceedingly treacherous. 

take the period from 1881 1888, some respects 
affording the best comparison with the present depression, and 
make allowance for the fact that money and credit factors may 
now working toward long-term rise rather than decline 
prices, may expect recovery, within the next two 
three years, least one third, and possibly more than one 
half, the recent price recession. All this, however, not 
specially significant. The differences between our present 
money and credit facilities and the tempo our economic 
movements, and the corresponding factors past periods, are 
too great make comparisons trustworthy. The important 
point that, beyond forecasting with reasonable certainty 
fairly substantial rebound commodity prices, not 
know, and probably cannot know, what the further trend 
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such prices may be. What know, however, that the 
present depression has continued for abnormally long 
period, and that, the absence certain knowledge 
the future, should the part wisdom adjust our 
present action, best may, conditions they are, and 
let the solution future problems worked out when and 
the necessity for such solutions arises. 

With this much said price movements, our second con- 
sideration the theory that should adhere rigidly, 
and all cost, the old scale nominal wages the effort 
force that restoration 1929 price levels which deemed 
essential avoid excessive penalizing private and gov- 
ernmental debtors, and the danger, particular, that further 
banking difficulties will arise from depreciation the values 
urban and rural real property. This theory is, however, 
yet unproven, and there serious question, first, the 
possibility that action any single country can bring about 
the desired result, and, second, whether the desired rise 
the price level may not come sooner the result moderate 
adjustments nominal wage rates, than the result too 
rigid adherence the old wage scales. 

If, then, our reasoning men conclude that present action 
should not determined long-term forecasts the 
future, their first concrete question will whether the present 
price decline has been great enough and has continued for 
period sufficiently long justify reductions nominal wage 
rates. this point, the answer has been supplied con- 
vincing fashion the leaders American business and 
industry. few employers have undoubtedly taken advantage 
the necessities their employees enforcing drastic wage 
cuts, but the great majority have more than willingly followed 
the leadership the President attempting maintain the 
old wage scales, together with maximum employment. 
Wage reductions ten fifteen per cent have come only 
after much greater percentages reduction dividends, and 
after equal greater reductions the salaries officials. 
This sequence adjustment the stress the depression has 
been general establish new, and probably permanent, 
policy American industry. industry’s contribution, 
good faith and matter enlightened self-interest, the 
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maintenance those improved understandings between 
capital, management and labor, upon which much our 
recent progress has been based, and upon which much 
value depends for the future. 

With this picture before it, may assume that our jury 
will decide that certain reductions nominal wage rates have 
been justified and necessary, and may proceed once 
consideration the proper measure such reductions. 
this question they will find substantial volume statistical 
evidence available. They will discover that real hourly wage 
rates have increased for long period average rate 
between and per cent per annum, and that this in- 
crease the approximate measure the difference between 
annual increase population about per cent and 
annual increase about per cent physical production. 
They will observe, furthermore, that the gains real wages 
are not uniform year year, but tend concentrated 
periods price decline and business depression. From these 
observations, they will conclude, correctly, that any necessary 
reductions nominal wage rates should not, the average, 
equal the contemporaneous decline the cost living. 

verify this latter conclusion reference specific 
recent depression, they may examine with special care the 
records 1920 1922. These will show that, while nominal 
hourly wages all industry dropped about 11.6 per cent 
during these two years, real hourly wages gained, the 
contrary, about 10.7 per cent during the same period. This 
gain real wages was, however, exceptional, apparently 
reason the fact that the rapid rise prices prior 1920 
had caused real wages lag substantially behind their normal 
trend, with the result that the sudden increase from 1920 
1922 represented quite much correction this previous 
lag did normal increase during the depression period. 

check this indication, our reasoning men may then 
examine the entire period from 1890 1914, with the dis- 
covery that the maximum gain real hourly wages any 
two-year interval during this period had been per cent. This 
increase occurred between 1907 and 

the result these studies our investigators may conclude 
that, with wage and price relations relatively normal 1929, 
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the permissible gain real hourly wages during the two years 
the present depression might very probably limited 
per cent, and, any case, could not expected repeat 
the 10.7 per cent gain from 1920 1922. 

This latter conclusion the one that wish present 
own. The present decline the cost living approaches 
percent. Such declines lag behind the movement whole- 
sale prices, and even substantial rebound the latter should 
not cause the cost living advance—in fact, the level 
wholesale prices should become approximately stable 
point more than per cent below the 1929 figures, 
entirely possible that the cost living may decrease still 
further. Under these circumstances, average decreases 
nominal wages approximately per cent from the 1929 
levels, appear reasonable and necessary, and should still 
leave the hands labor the maximum gain real wages 
that the existing conditions permit. 

The fact that there appears justification for average 
per cent decrease nominal wages, does not, however, tell 
the whole story—and here our reasoning men will have an- 
other problem solve. They will find that some industries 
—and particularly those, like agriculture, that are suffering 
from semi-chronic overexpansion extreme depression 
prices—the absolute financial necessities the situation will 
compel wage reductions more than per cent. such 
cases they may conclude that these greater reductions should, 
the end, bring about, with minimum total hardship, the 
required transfers labor other occupations—and they 
may suggest only that these more serious wage-cuts accom- 
panied whatever pledges are practicable restore wage 
scales normal relations with those other occupations, 
whenever improved conditions permit. 

From these more depressed situations, our jury may then 
proceed consideration the opposite case the relatively 
prosperous companies, including many our public services. 
these, probable they will agree that, the depressed 
price level persists, the required wage adjustments should fol- 
low, rather than precede, reductions the charges the 
public, but can probably brought about over extended 
period reductions starting wages and delaying our 
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reducing the normal rates salary and wage advancement for 
the established working forces. They may find, too, justi- 
fication for this particularly gradual readjustment lower 
nominal wage levels, the tendency for salary and wage 
advances come, these stable occupations, more slowly than 
elsewhere during times rising prices. 

this stage their discussion, our reasoning men may 
feel that they have covered, practical way, the immediate 
problems before them, and may allow themselves ruminate 
little the broader features the questions they have 
previously considered detail. They may agree that their 
decisions have been correct for the needs the present crisis, 
and yet may ask themselves whether, another similar crisis 
should come, there might not be, somewhere our economic 
system, fund competitive monopoly profits that labor 
could properly tap, and permanently retain, holding wage 
levels firm while prices declined. And, they studied this 
question have studied it, they might find, have found, 
that far the greater portion business and industry 
truly and hotly competitive, and that the capital employed 
such competitive operations earns, and large, only that 
living wage that necessary attract the necessary new 
money for growth and progress. They might, fact, suspect, 
have suspected, that the hope large profits specially 
successful ventures leads total investments all legiti- 
mate enterprises that earns, the long run, something under, 
rather than over, per cent, when the balance finally struck 
between losses and gains. 

From this study competitive business and industry our 
investigators might turn next the question monopolies 
and monopoly profits. Here they might find, have found, 
that exceedingly difficult obtain any statistical evidence 
the total monopoly profits large-scale industry, 
measured the excess such profits over normal competitive 
profits. They might, however, proceed, have proceeded, 
eliminating those industries that were clearly subject 
active competition, and might estimate the maximum propor- 
tion the profits the remaining industries that could 
considered represent monopoly exactions. they should 
make such estimate, they would probably arrive, have 
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arrived, maximum possible sum total monopoly ex- 
actions, large-scale industries, lying between 250 and 500 
millions dollars per annum—and when they compared this 
with the national income the country, which approaches 
billions dollars, they would conclude that the elimination 
the monopoly exactions large-scale business would probably 
increase real wages less, rather than more, than one-half 
one per cent. 

our reasoning men should then become sufficiently inter- 
ested the question monopoly profits pursue their inquiry 
further, they might discover that the real monopoly exactions 
came from the small and little considered neighborhood 
monopolies, from racketeering and other excessive costs the 
building trades, etc. And they might find that very reason- 
able estimate excessive costs residential construction could 
account for more than twice the annual burdens upon our 
national income that could charged all the large-scale 
monopolies put together. 

final very special point, our jury might next examine 
into the increases business and industrial efficiency that take 
place during depression periods. their investigations 
would probably show that the savings were distributed about 
equally between improvements business 
systems and equipment, increased personal efficiency labor, 
and reductions costs due the laying off considerable 
numbers superannuated, otherwise incapacitated, em- 
ployees, who had previously been retained, effect, pen- 
sioners full pay. They might find the combination 
these factors the major, even indirect, source the increases 
real wages that come depression periods, but they would 
recognize, also, that such gains efficiency represented simply 
the taking accumulated slack and could not repeated 
year after year. 

this point our reasoning men might undertake sum- 
marize the results all their observations. They might agree, 
first, that the bargaining theory wages was fundamentally 
fallacious, for the very simple reason that, the average, 
there appeared nothing bargain for, except the ad- 
vantage one group workers over other groups and over 
consumers whole. And they might then proceed from 
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this conclusion their final conclusion that, whenever sudden 
decline the cost living amounts more than per cent, 
and gives promise being permanent semipermanent, then 
reductions nominal wage rates may become necessary 


such amounts are required offset the excess such 
decline above per cent. 
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STABILIZATION INDUSTRY 


GERARD SWOPE 
President, General Electric Company 


that have preceded the reaction society. Never 

before has public conscience been aroused the 
responsibility the community for the tragic consequences 
unemployment. This has made for eagerness find 
way out—a program which progress toward solution 
this problem might made. The widespread comment, dis- 
cussion and criticism the paper Stabilization In- 
which presented before the National Electrical 
this eagerness for better way doing things. 

Some, course, not think the plan goes far enough, while 
others disagree with the means proposed. Some think that 
would have serious consequences dwarfing the efforts which 
have always characterized American industry—that would 
bring more government regulation and management, instead 
merely government supervision, the protection the public 
interest. Still others think that would lead price fixing 
agreement, instead price stabilization referred here- 
after, and that would result curtailment production, 
rather than, present, stimulating increased production 
and lower costs and consequently lower selling prices the 
public. 

Some not think that possible stabilize industry, 
but think that must subject the recurrent booms and 
depressions that have always had. This, Senator 
Follette said, the despair” and would the 
negation all effort toward progress. Had this been gen- 
erally the conception science and industry, the remark- 
able progress that has been made would not have taken place. 
had accepted, many did, that man could never fly, 
and that heavier-than-air machine was impossible, and 


greatest difference between this depression and those 
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effort had been made that direction, the astounding develop- 
ments airplanes that have been made and are continuing, 
would not have enriched our lives. 

doubt the plan for stabilization industry along lines 
that have suggested, would have modified have 
more experience, but such experience can had only trying 
one scheme another solve the problem, which, unsolved, 
leaves with all the present chaotic, unhappy and finally 
unendurable consequences. 

shall not repeat the plan here, but shall speak some 
its more important features and the points which have not been 
understood have aroused criticisms, and shall endeavor 
clarify, all events, the expression own thought 
each one. 

There has been some criticism that the plan would in- 
clude only companies with fifty more employees, whereas 
some industries would desirable have companies with 
smaller number employees members the Trade Asso- 
ciation. Indeed, some industries which have large number 
small plants have already considered the plan and can see 
objection including companies with smaller number 
employees. Personally, can see none either. selected this 
number would include the large companies, which might 
more able and willing try the experiment. course, 
ever all-embracing, should include the smaller 
companies; and also the benefits, especially employees, 
should extended some form companies doing only 
intrastate business. 

Some associations have outlined trade practices and busi- 
ness ethics, conjunction with and encouraged the Federal 
Trade Commission. This has been educational showing 
what the elements unfair competition are, and has led 
more recognition the member companies what 
fair rules conducting business among competitors should be. 
But recently this has been abandoned because 
some doubt has arisen the interpretation how far the 
Federal Trade Commission might this work, and under- 
stand there was difference opinion between the Federal 
Trade Commission and the Department Justice regarding 
these activities. You will readily appreciate that depart- 
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ments the government itself are doubtful the effect and 
interpretation the Sherman Laws, how much easier 
understand this doubt the part men business. 

Methods standard accounting and cost practice have been 
effect for many years, especially the electrical manu- 
facturing industry. Some years ago the Uniform Accounting 
and Cost Manual the Electrical Manufacturing Industry 
was approved the Federal Trade Commission. This 
Manual has been used guide and standard other in- 
dustries and other countries. the use this Manual, the 
computations costs are uniform basis and there cannot 
arise the great discrepancies cost figures that often appear 
when various methods (or method) computing costs 
are used. 

Simplification and standardization products were much 
encouraged by, and industry followed the lead of, former 
Secretary Commerce. This resulted fewer types the 
same products, which meant lower costs and less risk 
obsolescence, both being finally reflected lower selling prices 
the public. 

Associations may collect and distribute information 
volume business transacted and inventories merchandise 
hand, which tends stabilize prices. know clearer 
statement what Trade Associations may this direction, 
and course more authoritative statement, than that given 
the Supreme Court its decision the Maple Flooring 
Case 1925, from which quote: 


[Mr. Justice Stone delivered the opinion the court, Justices Taft, 
Sanford and McReynolds 


Co-operative advertising, standardization and improvement product 
were not objected the Government which, however, did object 

The computation and distribution the average cost all the 
members all dimensions and grades flooring. 

Computation and distribution booklet showing freight rates 
flooring many points shipment the United States. 

Gathering from each the members information the quan- 
tity and kind flooring sold, prices received and stock hand and 
consolidating and summarizing these reports and distributing the sum- 
mary members without revealing the identity the members 
connection with specific information obtained. 

Meetings representatives members. 
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The Court pointed out that there was agreement 
production, prices price maintenance and that each member 
conducted its business chose; that there was proof that 
the prices were affected adversely the consumer; that the 
proofs were that the prices were reasonable; though was 
conceded that the information cost, production and prices 
disseminated would tend bring about greater uniformity 
prices. held that did not cause any direct and undue 
restraint competition, saying, alia: 


not, think open question that the dissemination pertinent 
information concerning any trade business tends stabilize that trade 
business and produce uniformity price and trade practice. 
Exchange price quotations market commodities tends produce 
uniformity prices the markets the world. Knowledge the 
supplies available merchandise tends prevent overproduction and 
avoid the economic disturbances produced business crises resulting 
from overproduction. But the natural effect the acquisition wider 
and more scientific knowledge business conditions, the minds 
the individuals engaged commerce, and its consequent effect 
stabilizing production and price, can hardly deemed restraint 
restraint, any respect unlawful. 

the consensus opinion economists and many the most 
important agencies Government that the public interest served 
the gathering and dissemination, the widest possible manner, in- 
formation with respect the production and distribution, cost and prices 
actual sales, market commodities, because the making available 
such information tends stabilize trade and industry, produce 
fairer price levels and avoid the waste which inevitably attends the 
unintelligent conduct economic enterprise. Free competition means 
free and open market among both buyers and sellers for the sale and 
distribution commodities. Competition does not become less free 
merely because the conduct commercial operations becomes more 
intelligent through the free distribution knowledge all the essen- 
tial factors entering into the commercial transaction. General knowl- 
edge that there accumulation surplus any market commodity 
would undoubtedly tend diminish production, but the dissemination 
that information cannot itself said restraint upon com- 
merce any legal sense. The manufacturer free produce, but 
prudence and business foresight based that knowledge influence free 
choice favor more limited production. Restraint upon free com- 
petition begins when improper use made that information through 
any concerted action which operates restrain the freedom action 
those who buy and sell. 
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One sentence this decision especially worth repeating. 


But the natural effect the acquisition wider and more scientific 
knowledge business conditions, the minds the individuals en- 
gaged commerce, and its consequent effect stabilising production 
and price, can hardly deemed restraint commerce 
respect unlawful. 


Some people fear, and have voiced the fear, that Trade 
Associations take these matters, they will curtail produc- 
tion, with consequent increase price the public. Personally 
think industry—at all events American industry—has long 
since passed that point. see the great advantages 
standardization and mass production, with the consequent 
effect lower costs and lower selling prices, thereby reaching 
very much larger buying public. There are many instances 
where industry has been under compulsion decrease 
prices, but has done because more intelligent grasp 
the relation prices consumption and production. 

What the industry would endeavor would prevent 
would regard unfair competitor any 
member such Trade Association who, knowing the consum- 
ing power the public and the stocks hand the possession 
all members the Association, regardless these facts 
built large inventory, which later must sold reduced 
prices, quite regardless cost. Such practices are unfair 
the competitors themselves and highly unfair the labor 
employed and such prices below cost for brief period are 
lasting benefit the consuming public. 

connection with limitation production, there also arises 
another problem—that the conservation our natural re- 
sources. The practices today are wasteful and are dis- 
sipating the heritage the citizens our country who are 
follow us. 

said paper that much the plan can carried out 
without any additional legislation, and committees different 
industries are now studying see how far they can go, but 
course one sanguine enough believe that such 
voluntary action 100 per cent the industry will enrolled. 
There will always minority who will not join such 
movement. any event, seems much better 
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first have thorough understanding what such plan com- 
mits to, and discussion, comment and criticism find better 
ways carrying out—that appeal the understanding 
the leaders industry rather than exercise compulsion 
through the law. 

have stated before some the committees the Senate, 
Congress could, sympathy with this program, pass legis- 
lation involving fundamental change, which would greatly 
assist the program and encourage companies join Trade 
Associations. Possibly the simplest way would modify 
the Sherman Law along the lines recommended the Ameri- 
can Bar Association, which would, first, remove the criminal 
aspects the law, and, second, allow companies make agree- 
ments and file them with the Federal Trade Commission and 
the Department Justice. Then the time filing, 
any time thereafter, either these agencies should find that 
the agreements are contrary the interest, they may 
ask the companies cease and desist. there difference 
opinion, the companies the government can still appeal 
the courts. But the men charge the companies will 
not subject the penalty going jail for having com- 
mitted crime—a crime which today one can clearly define 
and which indeed takes many years for the courts, and finally 
the Supreme Court, define. Often such decision 
divided courts, below and above, which means difference 
opinion whether not crime has been committed. 

further inducement join, which believe would pre- 
ferable compulsion, least the beginning, would 
make provision that such amounts the companies contribute 
for the benefit employees—for life insurance, old-age pen- 
sions, stabilization employment and unemployment insur- 
ance—will deductible from their Federal tax. These pro- 
visions not make compulsory join Trade Association, 
but they offer very great inducements so. certain 
companies still not join, they will suffer the handicap, 
rather than those companies that are endeavoring stabilize 
employment and assist their employees the various ways 
mentioned. matter fact, think this method would 
result smaller cost the government than direct con- 
tribution the part the government, such the practice 
some countries Europe. 
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There some doubt now the minds lawyers whether 
contributions made employees for these various purposes 
are exempt from taxation and this doubt should removed 
making such employee contributions exempt from taxation. 

already have Federal supervisory body the 
Federal Trade Commission. not suggesting, really, 
extension its power, but maybe clarification and interpre- 
tation its power, for, have said before, there today 
some doubt the Commission itself and the Department 
Justice how far their activities may go. thought for 
the Federal supervisory body not regulatory man- 
agerial body. All through the plan have suggested that the 
initiative taken the Trade Associations and not the 
government, that the government supervisory body shall act 
referee umpire interpret unfair competition and 
unfair trade practices between members, or, necessary, 
the protection the public interest, its interpretation 
agreements that may filed with the Federal Trade Commis- 
sion result its study reports showing the trend 
production and prices. 

The public interest will protected, seems me, because 
the Federal supervisory body will receive reports periodically 
showing the volume shipments and the amount 
merchandise hand. They will also know the price which 
the merchandise has been sold retail and they will have filed 
with them the income statements members the Trade 
Association prepared uniform basis. The volume ship- 
ments will show whether production has been curtailed; the 
amount merchandise hand will show whether production 
outrunning consumption, vice versa; the retail price 
the article will show the price trend; and the analysis in- 
come statements, made uniform basis, will show whether 
the profits the corporations engaging this business have 
increased decreased. These factors, would seem me, 
would give all the information necessary for Federal super- 
visory body adequately protect the public interest. 

all who study balance sheets and income statements, 
the widely different practices and forms statements, even 
the same industry, must apparent, and uniformity these 
respects would have great effect upon the conduct business, 
and determining unfair competition. 
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The suggestion that regular, uniform reports sent 
stockholders has aroused criticism unfavorable comment, 
except the part smaller companies whose securities are 
not listed the public exchanges. Some them have felt 
that there should requirement the publicity their 
reports. Nor suggest it. suggest that they follow 
the standard accounting methods and that they submit their 
reports their own stockholders and the supervisory body, 
but not necessarily the public through the press. 

The newspapers October stated that the President 
the New York Stock Exchange had requested all companies 
whose securities are listed the Exchange make quarterly 
reports, which would published. Heretofore the Exchange 
has required this from companies newly listed, but has not 
been required from the companies listed the Exchange 
before this became requirement for listing. course this 
request will cover only those companies which are listed 
the New York Stock Exchange. Some companies have 
objected quarterly statements because the seasonal varia- 
tion their business, and the suggestion has been made that 
each quarter they publish report for the preceding twelve 
months, which would include the four seasons the year and 
remove unfair and misleading comparisons. 

You may recall that Congress passed law making the 
amount income taxes paid corporations and individuals 
for 1924 and 1925 open the public. comparison was then 
possible what the corporation reported its stockholders 
and what reported the United States for tax purposes, 
and many cases the two reports were very different. 
suggestion simply means that the Trade Association, having 
agreed upon standard accounting methods and fair rates 
depreciation for its particular industry, should seek agree- 
ment with the Internal Revenue Department and the Federal 
supervisory body these matters. There may differences 
opinion between industry and the Internal Revenue Depart- 
ation securities held the companies and whether, for 
instance, more than the actual dividends and interest received 
should included income. agreement impossible, 
method might found that would all events make possible 
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reconcilement the statements submitted the stockholders 
and the government. 

If, already suggested, Congress, modifying and 
clarifying the Sherman Law, encourages companies join 
Trade Associations and offers inducements for such companies 
stabilize employment, and these measures are approved and 
supported public opinion, almost every company will join 
this constructive endeavor and compulsion will necessary. 

There have been few questions raised the life and 
disability insurance features and think they are well under- 
stood. Plans this kind have been adopted many the 
larger companies throughout the United States. This also 
true pensions. One point which there may differ- 
ence opinion whether the cost these benefits should 
shared between the employees and the companies. Personally 
convinced, from long experience, that the best reaction 
between men and management, and closest 
working out such plans, can had contributions are made 
jointly employees and the companies, and this the only 
basis, seems me, for joint administration the plans. 

stated the plan, the most important feature stabiliza- 
tion employment, really assurance employment, and, 
this fails, then unemployment insurance reduce the shock 
and the tragic consequences loss work. Almost every- 
one wants live long possible, but still carry life 
insurance, because one knows when life will end. Most 
want the house own, and which are attached, 
continue exist, but nevertheless most carry fire in- 
surance, case fire destroys our home may have some- 
thing with which build new one. also with unemploy- 
ment insurance. The most important matter stabilization 
employment, assurance employment, and that cannot 
accomplished, then unemployment insurance. The result 
taxing industry for portion the cost will put 
premium industry’s finding ways stabilizing employment. 
The collateral effects, therefore, unemployment insurance 
will much more important the employee, industry and 
society than unemployment insurance itself. 

Some have understood that the General Board Admin- 
istration (on which three members representing the public are 
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appointed the Federal supervisory body) will manage in- 
dustry. statement think clear that 


the powers and duties this General Board shall interpret the 
life and disability insurance, pension, and unemployment insurance plans 
adopted the trade association and approved the Federal supervisory 
body, supervise the individual company Boards Administration, form 
and direct pension trust for the custody, investment, and disburse- 
ments the pension funds, and general supervise and direct all 
activities connected with life and disability insurance, pension, and 
unemployment insurance plans. 


This plan seeks place the same social burdens com- 
panies competing various parts the United States. 
puts their reports uniform and understandable basis. 
places organized industry the obligation 
production and consumption and assuming greater respon- 
sibility for stabilizing employment. All this should tend 
more intelligent management industry, higher degree 
stabilization, and more uniform and continuous employment 
for the worker. 

important factor, which think basic, that the cost 
the product will include these items and will therefore 
paid for the users the articles and not general 
members the community through taxation. 

have endeavored clear number misconceptions 
the plan submitted and possibly answer some the 
criticisms that have been made. doubt there are other 
features the plan which will need further clarification and 
modification and other just criticisms can made. The 
reaction industry general has been encouraging, and 
the interest developing better methods and better technique 
than have today, seems that the burden and re- 
sponsibility this forward march should placed organ- 
ized industry. Organized industry should encouraged 
undertake these responsibilities. Even industry falls short 
ideal accomplishment, there doubt mind that 
more progress will made and will better done and 
cost less than the government, either State Federal, 
endeavors it. 
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PRICES AND WAGES? 


CHAIRMAN has been time-honored custom the 
Academy hold discussion the conclusion the papers. 
already nearly five o’clock. suggest that not omit this time- 
honored practice, but that condense our discussion. The meet- 
ing open for discussion. 


Mr. (45 West 32d Street, New York): The 
question would like propound has remotely with the topic 
the afternoon but there are some other causes that would explain 
this depression. show them will have read you few 
statistics, taken from the World Almanac. The interest-bearing 
debt the government was increased 2330 per cent between July 
1916 and July 1919, from $971,562,590 1916 $24,061,095,362 
1919. The per capita debt increase amounted 1907 per cent, 
from $11.96 1916 $240.09 1919. The war had been financed 
through the most gigantic credit inflation ever heard the world’s 
history this was made possible the very rapid turnover, caused 
the war, all the required products industry and agriculture. 
Notwithstanding this rapid turnover, credit inflation had as- 
sisted currency expansion take care the sharp increase the 
cost living also brought about the war. 

When the time came readjust the country’s activities peace- 
time conditions, thought apparently was given the great change 
indicated above and the normalcy prewar days was adopted 
guide. industrial concern would make similar mistake. Debts 
must discharged either through increased sales through in- 
creased profits through combination the two. abnormal 
debt has been assumed, would commercial suicide continue 
doing business before, with increase sales profits. Peace- 
time turnover normal, that is, much slower than war-time turn- 
over. Nevertheless was thought possible discharge the immense 
war debt, financed credit inflation and minor currency expansion, 
contraction circulating currency the prewar level, from $57.21 
$39.73. the rapid turnover during the war required in- 
crease circulating currency almost per cent, the slower 


discussion the Second Session the Annual Meeting 
(Fifty-first Year) the Academy Political Science, November 13, 1931, 
following the presentation papers Messrs. Nourse, Epstein, Soule, 
Rorty and Swope. 
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peace-time turnover would require further expansion, not deflation. 
The depression following this deflation still remembered. The 
war had pushed the normalcy prewar days into the background 
and the new normalcy due the war should have been adopted 
for the liquidation the cost the war. 

new era prosperity was then brought about the adoption 
consumers’ credit, the so-called “deferred payment plan”, 
panacea, which was bound fail account its inherent weak- 
ness, viz: the uncontrollable force self-expansion. During the 
short life this unsound prosperity, speculation the stock market 
ran wild; every one wanted share the profits made industry. 
all are familiar with the disastroiis results. 

Still are determined continue along the road prewar 
normalcy. will not long before the government will feel com- 
pelled float another loan further inflation its credit, 
increase its income increase taxation spread over greater 
number its people. The depression wages and salaries means 
reduction purchasing power. idea downward readjust- 
ment wages and salaries wrong, decidedly wrong. 

Other nations also adopted the prewar normalcy their guide 
for post-war economic systems and the entire world suffering from 
that mistake. 

Such enormous credit inflation has liquidated currency 
expansion and contraction, expansion and contraction well con- 
trolied order the Federal Reserve and the other banks issue, 
the purchase government bonds when expansion needed and the 
sale bonds when contraction needed. has expansion and 
contraction regular intervals keep industry busy, and labor 
occupied high wages, which provide the necessary amount 
purchasing power. When such plan put operation, the gov- 
ernment will have trouble discharge its great debt record 
industry will able give employment all. 


Mr. Guy (attorney-at-law—Union Central Build- 
ing, Cincinnati, Ohio): Mr. Rorty make 
statement, which don’t want criticize discuss misunder- 
stood it. understood it, said that wages were not seriously 
cut until dividends and salaries had been cut more. That the 
way wrote down you gave it, Mr. Rorty. Now want 
state that examination the census reports shows condition 
very different from that. don’t know where Mr. Rorty got his 
figures, but would suppose that got them from the same source 
did, the census reports. The tables are confusing. You have 
compare one with another until you work out. The tables show 
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that the national income 1928 and 1929 was just knocking 
the door $90,000,000,000. that went for wages, 
$45,000,000,000. When the first year the depression came there 
was taken from the wage fund—we are not speaking rate 
wages—approximately $10,000,000,000, just trifle over one-fifth. 
How much came from dividends? Not one cent. Dividends for 
1930 were $450,000,000 more than they were for 1929. 

One great difficulty this whole discussion that don’t get 
back the fundamental principle that the consumptive fund 
that gives life industry. greatest mistake the world, when 
depression comes, reduce the consumptive fund. you not 
keep the consumptive fund you can never recover except 
act God recovered from the 1873 panic, with our three years 
abundant crops and poor crops abroad, from the panics 1893, 
when recovery was due war. 

Now the consumptive fund the whole thing and, Mr. Rorty, 
the consumptive fund has been reduced over per cent. not 
mean the part the consumptive fund paid out dividends and 
rent, which not directly into circulation, but the active con- 
sumptive fund that need times depression. not the 
amount money that concerned, the rapidity circulation. 
That $10,000,000,000 that was taken out meant difference the 
business the country several times $10,000,000,000, because 
would change hands rapidly, going from the worker the grocer, 
the butcher, and on. 

The steel company the latter part September announced cut 
extra per cent, when they had already cut their wage fund 
per cent. Had the big companies kept their word with President 
Hoover and not reduced the rate wages, had they gone further and 
maintained the wage payroll, the depression probably would not have 
been prolonged. 

Did not Dr. Snyder, the New York Reserve Board, prove 
speech before this Association last April that there was over- 
production 1928 and 1929? There was stock panic, and the 
stock panic would have been just about the same the Florida 
boom people had kept their heads and kept the consumptive 
fund. 

want make one more point: The money that received 
dividends and rent does not directly into the consumptive fund. 
takes time. The laborer has buy right away because has 
nothing more than his wages, but the others put money the savings 
banks and the postal savings, proved the most extraordinary 
growth such accumulations. 
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Mr. very difficult reply the whole field the 
comment. statement regarding the sequence dividend cuts, 
salary cuts and wage cuts related the wage rates, not the total 
wage payments. was talking wholly terms wage rates, and 
that basis the sequence indicated has been well observed many 
our leading industries. feel that this procedure truly does con- 
stitute new policy industry, and very important policy. The 
actual reduction number workers course different story 
but have been speaking, all through paper, wage rates rather 
than total wages paid, and tried make that clear repeating 
the words wage rates” over and over again. 


Mr. BERNARD ROSENBAUM (certified public accountant—355 East 
187th Street, New York) Why does Mr. Rorty pick the year 1929 
standard, when according the figures given Mr. Soule 
the rates wages and prices and productivity constituted one 
the main reasons for the depression? 


Mr. Rorty: was using 1929 mainly base from which 
measure the decline. think did state, however, that price and 
wage relations were not abnormal 1929. That probably the 
point your inquiry. have studied that point very carefully, 
starting out with the impression that prices and the margins profits 
were abnormally high 1929. discovered surprise that the 
margins profit gross turnover industry were not notably high 
1929, and that the large profits 1929 were due very great 
activity and not high profit margins the individual sale. 
say, started out with the contrary impression, and was rather 
surprise discover that the profit margins were not excessive 
1929. were full profits 1929, but not excessive profit 
margins. rather convinced that figures are right. You 
know one almost always right when starts out with one idea and 
compelled change his mind the course investigation. 


Mr. (50 Church Street, New York City) 
have only this comment make after listening Mr. Swope’s 
admirable presentment his subject: Our friends who suggest that 
labor has stood the severe cut are wrong. happen own securi- 
ties, bonds and stocks, and afraid these friends were 
like position they would come the conclusion that very great and 
undue prominence has been given the labor side. think the 
average man affairs looks upon the proposition pretty nearly 
equitable adjustment. Some dividends, even the steel com- 
know very little about the General Electric; small 
stockholder there, but have not kept track what you are to, 
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Mr. Swope—have been passed but think generally the default 
some the bonds, the passing some the dividends some 
the large companies, where there such very great distribution 


ownership, must have kept pretty close pace with the reductions 
labor. 


Mr. (Cotton-Textile Institute, 320 Broadway, New 
think might take issue with Mr. Soule, has not 
been attacked yet. speak his statement that employers— 
may not quote exactly—reduced wages for the purpose price 
maintenance. our very large industry there has been price 
maintenance, there has been profit for the past year two, and 
wage reductions came decidedly after very much lower prices. 


Mr. (London, Canada): would like 
say that this conference has given the privilege listening 
some splendid presentations. have been interested, however, 
noticing the entire absence reference what appears 
very important factor the problem prices and their reactions 
upon production and unemployment. What refer really 
relationship within group factors, rather than single factor. 
Briefly, supply and demand determine prices. Cost production, 
which wages course are fundamental, may modify and react 
upon prices, but prices are determined less cost than three 
factors the demand field. These are: gold, the purchasing and 
demand factor Europe, Africa, Australia and silver, the 
demand and purchasing factor the Orient; paper currency 
pyramided upon those two bases. Suppose eliminate one those 
three, taking for instance the effect the price wheat. you 
eliminate silver from the Orient purchasing factor, you have 
without any other requirement forced down the price wheat and 
made impossible the maintenance the world price level. That 
judgment explanatory the universal fall prices base 
products. For instance, Western wheat the Winnipeg market 
well Chicago has reacted the elimination tremendous 
purchasing power silver from the Orient, and lately have seen 
the effect sliver and wheat both coming back together. 


Mr. BENJAMIN (lawyer and economist—165 Broadway, 
New York City) have two observations make. First, believe 
that prices, production and unemployment can legally regulated 
the public interest through trade association organized accord- 
ance with revised Swope plan, plan which proposed some 
time ago, combination such plans. for prices, effective 
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regulation possible only sales below cost are prohibited, can 
now done enforcement Section the Federal Trade Com- 
mission Act. 

The second point relates the international aspect the prob- 
lem. During the last few weeks have had representatives 
foreign steel, automobile, copper, oil and other industries trying 
work out stabilization plans international scope. Under the 
Webb-Pomerene Law and the anti-trust laws they now stand, and 
industry now organized—or rather disorganized—very little can 
accomplished. But under the Swope plan, with its defects re- 
moved, under some similar plan, the American copper industry, 
for example, could organize effective trade association would 
far better position not only put its own house order but 
also make its full contribution international industrial accord. 

there any revision the Sherman Law and the Clayton 
Act, there should and must revision the Webb-Pomerene Law. 
For some years have advocated simple amendment all these 
laws, amendment exempting all combinations which are the 
public interest. This principle has been adopted the Commerce 
Committee the American Bar Association and absolutely essen- 
tial. Nevertheless, even though advocate amendment the anti- 
trust laws, belief that amendment will American in- 
dustry any good until industry dedicates itself the proposition that 
only its own leadership and man-power can hope solve its 
own problem. 
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ALANSON HOUGHTON 


President the Academy Political Science 
Former United States Ambassador Germany and Great Britain 


SOCIAL philosopher has recently observed that what 
this country ours suffering from most not 
over-production but over-prediction. And even 
the statement errs bit the large side, has some basis 
fact. Prophets have always had. They seem flourish 
American soil. During the past two years they have be- 
come familiar part the American landscape the 
bootlegger, and that, Amos said Andy, saying some- 
thing. Not only that, but one time another during this 
period, they have all them been state furious erup- 
tion. First, you the members the right wing the 
Society Soothsayers took the burden. The air was full 
their happy anticipations. Nothing was wrong, And 
was, really wasn’t. And any event, would over 
within thirty days. Only our state mind needed changing. 
All had was down into our jeans, and 
found their ultimate recesses anything had left there 
keep the wolf from demonstrating too actively before the 
family door, spend it—and all would well! was like 
listening the singing birds the springtime, except that 
summer did not follow. 

But, gradually, those happy voices have died away. 
listen for them vain; they are hushed and their place the 
prophets the left wing are now communing one with the 
other. Their state mind deplorable. Nothing right. 
Everything wrong. are headed for the bow-wows. 
And somebody, they assure full chorus, blame. 


1Introductory address presiding officer the dinner session the 
Annual Meeting (Fifty-first Year) the Academy Political Science, 
November 13, 
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Sometimes, that fearful figure, the Money Devil. Some- 
times, that arch-villain, the international banker. Some- 
times, that absurd and incompetent person—the American 
business man. Sometimes, regret add, the sly-faced 
and furtive-eyed professor who disseminates false doctrines 
for alien gold. But, most commonly, capitalism, which, 
after century and half, has given other evidence 
social usefulness than have raised the general standard 
living throughout the world hitherto unknown and unattain- 
able level. Obviously, must get rid and democracy 
well. must substitute new system, preferably some- 
think like that which has brought the Russian people 
marked degree comfort and contentment and freedom. 
And then, and not until then, the prophets tell us, will all 
well. 

Now, there must be, one would suppose, middle ground 
somewhere—a middle ground where sanity, and sense 
proportion, and few other useful qualities that sort, find 
expression. But, so, the prophets have not discovered it. 
And whom, then, can turn for guidance? hesitate 
suggest the answer. seems like taking desperate chance. 
But, afraid, there other alternative than rely upon 
ourselves and the best can. feel the difficulty the 
more keenly because Thanksgiving Day approaching. 
want thankful for something—for more, say, than the 
bald fact that, having weathered the storm the two and 
half years now past, are just two and half years nearer 
what President Harding, etymological mood, once de- 
doubt. There solid comfort derived from its con- 
templation. But want something more. 

When cast about for that something, however, run 
straightway against the fact that addition being the 
midst unprecedented industrial depression, are facing 
very hard and very trying winter. Unemployment 
running high. There are, literally, millions our people who 
need help carry them through the months just ahead. They 
must have it. single human being America should 
permitted hunger suffer from privations can 
remove. And this task some magnitude. When 
[580] 


ays 

: 


No. INTRODUCTORY REMARKS 123 


reflect that the American people are making determined 
effort supply that necessary assistance, not means 
governmental aid, which mere denial individual re- 
sponsibility, but their own voluntary contributions, confess 
that are that kind people. 

Then, too, find grounds for gratitude, because, result 
our more recent experiences, have learned something— 
something about ourselves and about our relations each 
other. Take the problem unemployment. Never before 
all history has much active thinking been given that 
problem. nearer solution than ever before, not because 
possible governmental interference bureaucratic control, 
but because see now that problem industrial organ- 
ization. speak stabilization the remedy. Personally 
not like the word. stabilize, stabilize not only 
what sound and effective our present methods, but what 
unsound and ineffective. seems question regula- 
tion rather than stabilization—of our right, under the law, 
control our productive output. And industry permitted 
work out the solution, and can persuade the government 
remove the legal restrictions, the solution, have doubt, 
will soon found. take one the problems employ- 
ment—the question wages. Two generations ago, yes, one 
generation ago, the first and recognized way meet in- 
dustrial depression was cut wages. Today, wages are the 
last element cost reduced, not the first. Every other 
element cost must first considered and reduced. That 
the social consciousness demands. And that tremendous 
gain human relations. marks, literally, revolutionary 
change sentiment and practice. So, when think those 
two salient facts alone—the definite, aggressive, hopeful effort 
reduce unemployment minimum, and the preferential 
position now held wages—it seems me, confess, that 
there some light amid the encircling gloom. Experience 
teacher bitter truths, but its salutary lessons are usually 
learned the end. Some least our errors omission 
and commission will not repeated. may sure 
that. And think may find solid reason for thankfulness 
the reflection. 
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But, think, the whole, what shall most grateful for 
when Thanksgiving comes around, our growth under- 
standing other peoples, our increasing knowledge 
their problems and difficulties, and our recognition that 
this new world ours, what harms one literally harms all, and 
what benefits one literally benefits all. For that funda- 
mental. can never again think war, for instance, 
concerning only those who are directly involved. know 
better. know that wherever occurs, and whatever its 
origin, sooner later all nations must suffer because it. 
And anyone doubts the fact, the economic conditions the 
world today ought evidence sufficient convince him. 
The truth that have been slow realize the magnitude 
the damage war can now work. have thought the 
last war, naturally enough, like all other wars—greater 
extent, doubt, more severe its immediate effects—but, 
after all, essentially the same—an episode, destructive itself, 
but soon forgotten. forgot that that war was waged, 
not armies alone, but whole peoples. forgot the 
new powers destruction which science and invention had put 
the hands the combatant nations. Most all, forgot 
that the war was being waged world wherein the nations 
were longer self-contained and self-supporting units, but 
mutually dependent and tied together economic unity, 
which, once broken, could not easily rapidly repaired. 
Naturally, therefore, did not realize that such war could 
end only substantial exhaustion—that had consumed 
large share the fluid capital the world, representing the 
savings generations, that had disrupted trade and com- 
merce and ruined markets, that had left the economic 
machinery civilization, not broken down, least more 
less wholly out adjustment. And ever since have been 
looking for some magic door open, through which could 
again find orderly routine life and our work with 
quiet minds. Yet find it, and shall not, until, 
large measure, what was destroyed has been replaced and 
order takes the place chaos. That, long length, are 
beginning see. And for one thankful for it. 

And so, ladies and gentlemen, look about tonight, 
seems that Thanksgiving may still fulfill its ancient 
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purpose, and that are not without sufficient reasons for 
thankfulness. would not willingly underrate the severity 
the conditions which find ourselves. would not 
willingly underrate the position those millions men and 
women, like ourselves, who are need—in desperate need, 
some them—of help. And give that help, have 
done all that lies combat and overcome destitu- 
tion and privation among our fellows, may, sure, sit 
down our own Thanksgiving dinners with grateful and 
cheerful hearts. 
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INTERNATIONAL FINANCIAL PROBLEMS 


HON. NORMAN DAVIS 


Member the Financial Committee the League Nations 


Nations—held during last was 

strenuous one, because, account the general crisis, 
there were quite number complex problems which was 
called upon solve. 

general the work the Financial Committee falls within 
the sphere duties which the Covenant imposes upon the 
League for the promotion international 
was the outgrowth realization that there are financial 
well political questions which are international 
that financial instability one more countries may 
far-reaching its effect upon the welfare and interests 
other countries political and that financial and 
political problems are often interrelated. 

The Committee meets regularly three times year the 
same time the Council but its work carried continuously 
permanent staff experts Geneva and appointees 
designated for specific tasks different countries. com- 
posed ten members, appointed the Council from various 
countries, who act advisory body financial questions 
arising out the current political and administrative work 
the Council. The development its work has, therefore, been 
determined the desires and needs for advice assistance 
the part the different Member States and conditions 
which are concern the League Members whole. 
far the functions the Committee have accordingly fallen 
into three categories. First, general financial questions second, 
advice and assistance particular states; and third, advice 
the Council questions financial nature developing out 
the problems with which has deal. While the problems 
which the Committee called upon solve are times intri- 
case and difficult, the work, though exacting, most interesting. 
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The most notable instances general financial questions 
dealt with the Committee under its direction have been 
those relating double taxation, counterfeiting currency, the 
gold problem and the course and phases the world economic 
depression. However, during the past ten years its principal 
work has been the line advice and assistance individual 
governments connection with financial reconstruction with 
the establishment refugees, which were mainly problems 
resulting from the World War. certain instances advice 
given the Committee problems financial and monetary 
reform enabled the countries concerned bring their budgets 
into equilibrium and get their central banking systems 
sound basis without the necessity loans issued under the 
auspices the League. other instances financial dis- 
organization had proceeded far that was necessary 
issue international loans under the auspices the League and 
also set certain measures control order restore 
financial stability. 

the well known case Greece, which was necessary 
work out comprehensive plan for settling Greek refugees 
from Asia Minor, numbering all about one-third the 
total population Greece, Commission was appointed 
direct this vast undertaking which was carried out with marked 
success. With the aid the League, Greece was able not only 
absorb with minimum amount disturbance this large 
addition her population but secure through foreign loans 
the funds required carry out the project and also place 
her finances sound basis. When this work was completed 
the control which had been instituted was withdrawn with the 
exception the Financial Adviser the National Bank 
Greece, which bank still reports periodically the Committee. 

similar case, but lesser scale, assistance was given 
Bulgaria settling Bulgarian refugees from Greece and 
strengthening the financial position the country. For this 
purpose League Commissioner was appointed supervise the 
refugee work and also act Financial Adviser the 
Government and the central bank. 

The most striking and well known instances financial 
reform effected under League supervision were Austria and 
Hungary, beginning 1922 and 1924 respectively. that 
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time there were only few countries the gold basis and 
Europe was suffering from the ill effects fluctuating and 
depreciating currencies. While most the countries were 
able the course time stabilize their currencies through 
their own efforts, there were others such Austria and 
Hungary which were unable extricate themselves without 
assistance. This assistance was given the League with 
the support certain Member States that had followed more 
prudent financial course and realized that was their duty 
and their interest help their neighbors and customers 
straighten out their finances. 

The plans formulated the Committee for the financial 
reconstruction Austria were quickly and successfully carried 
out, Austria was able under League supervision obtain 
the funds necessary for bridging the gap during the period 
readjustment. The currency was stabilized and put gold 
basis, the budget was brought into balance, the National Bank 
was put strong condition, and League control was then 
withdrawn. The job was well done that Austria soon got 
her feet and, spite her unbalanced economy, was mak- 
ing considerable progress improving her economic position, 
when the present world depression came and her leading com- 
mercial bank, the Creditanstalt, became involved. Neverthe- 
less, Austria withstood the great shock which the crash this 
bank caused, for that time the bank issue, having been 
strengthened under League supervision, held reserve 
per cent against the notes circulation and was able main- 
tain the stability the currency. 

spite the sound foundations which Austria had been 
placed she later found herself getting into financial difficulties 
because the large outlay money required assist the 
Creditanstalt and also because deficit the budget result- 
ing from falling-off receipts due the depression. Again, 
August, 1931, she sought the advice and help the League. 
Therefore, when the Financial Committee met September 
the Austrian question was one the chief problems demand- 
ing its attention. preliminary study the situation having 
been made members the permanent staff the League 
who visited Vienna for that purpose, the Committee had the 
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what should done. Plans were accordingly formulated for 
bringing the Austrian budget into equilibrium and for creating 
surplus basis for securing such financial assistance 
might required for meeting the emergencies the present 
situation. was not possible expedient increase very 
much the receipts increase taxes, was necessary, 
order balance the budget cut down expenses, reduce 
the salaries government employees and wages the govern- 
ment-owned railroad, which was operating loss that caused 
heavy burden the Treasury. After conference between 
the Financial Committee and the heads the Austrian 
Government these plans were accepted and Adviser, Mr. 
Rost van Tonningen Dutchman), was appointed who now 
with the Austrian Government carrying the 
plans out. 

The problem Austria with which the Financial Committee 
had been confronted 1922 was many respects different 
from and less difficult than that September, 1931. the 
first instance the difficulty was local one caused 
imprudent financial policy over which Austria could have 
exercised control; the latter instance the trouble was caused 
mainly the world economic depression and financial crisis 
over which Austria had little control. the first case 
Austria was suffering from the effects over-inflation and 
the latter from too much deflation. Whereas the inflationary 
period was marked rising prices, temporary fictitious profits 
producers, lowering the commodity wage laborers 
and employees, lightening the burden debtors and 
impossibility the part the Government keep its budget 
equilibrium, the present period deflation has been 
accompanied falling prices, reduced profits industry, 
rise the commodity wage, increase the burden 
debtors and also decrease receipts from taxation causing 
deficit the budget. Although the recent budgetary diffi- 
culties were serious they were not serious those 1922 
and should overcome the measures that are now being 
taken, but the ultimate solution Austria’s economic problem 
will depend upon better commercial relations with her neigh- 
bors and improvement world economic conditions. 

1924 there was similar but somewhat less serious situ- 
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ation Hungary that was dealt with along similar lines. Mr. 
Jeremiah Smith, Jr., was appointed Commissioner General 
Hungary and under his most able guidance, backed the 
Financial Committee the League, the program recon- 
struction was successfully carried out and Hungary was soon 
put her feet. fact, from 1924 1930 Hungary enjoyed 
period considerable development and prosperity, partly 
due her improved credit, which enabled her borrow rather 
extensively. Indeed Hungary’s credit became good that 
she rather over-borrowed, particularly through public and 
private short-term credits. the fall world prices and 
especially wheat, her chief export, and the consequent 
tightening credit, she became embarrassed and again 
appealed the League. situation, however, 
means hopeless. Hungary exceedingly rich country and 
could recover very quickly through better commercial arrange- 
ments (which are not impossible) with her neighbors, and 
through general world recovery, provided her short-term 
creditors are patient and give her time work out her 
difficulties. Mr. Royal Tyler, American who was formerly 
associated with Mr. Jeremiah Smith Vice Commissioner 
General, has just been appointed Adviser the Hungarian 
Government response its recent request for guidance. 

The difficulties experienced Austria and Hungary 
result the world-wide depression which began some two 
years ago are not exceptional. All nations have suffered more 
less from the same cause. Austria and Hungary are ex- 
ceptions only that with the assistance the Financial Com- 
mittee the League they have succeeded, far, least, 
keeping their currencies tied gold, whereas other countries 
with vastly more wealth and greater resources have been forced 
abandon the gold standard because failure take 
time the steps necessary protect their currencies. 

During the first year and half the depression little 
any progress was made toward recovery because the idea 
prevailed that sitting tight and maintaining the status quo 
something would happen some day that would restore pros- 
perity. was not realized what extent the previous 
prosperity had been supported props that had given way, 
radically changing the status quo. Nations with high tariff 
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walls erected order shut out foreign competitive goods 
little realized that these barriers which were supposed 
strengthen their economic position and give them advantage 
over other countries had become one the chief causes the 
calamity from which they were suffering common with 
others, because the effect closing their markets the surplus 
products other countries had been close other markets 
their surpluses, which piled home and went down 
price. country many believed could still find way 
segregate and bottle prosperity and thus maintain our 
high standard living irrespective what happened the 
rest the world. Complacency was, however, dispelled 
the shock the financial crisis that began Austria last 
spring with the collapse the Creditanstalt and which soon 
spread Germany and then ultimately England, forcing 
that great country and many others off the gold basis and even 
causing for brief period rather severe strain upon the 
financial resources this country. Men and nations then 
began come more seriously grips with the world problems 
and adjust their minds the fact that the only way out 
this depression was get down basic principles, relieve 
far possible any undue strain the financial structure 
and alter any status quo that impedes recovery. The first 
and most important step that direction was taken Presi- 
dent Hoover calling for moratorium reparations and 
debts. 

There are many who attribute the ills that have befallen the 
world breakdown the so-called capitalistic system. This 
most erroneous assumption. The fact are not suffer- 
ing from failure capitalism but are suffering from 
failure governments let the capitalistic system function 
natural and healthy way. There not single basic 
difficulty confronting the world whole today that not 
traceable government and which could not removed 
each and every government would only its part 
removing it. 

Economists and students the problem are generally agreed 
that the basic causes the economic depression and the 
financial crisis were the World War, reparations, excessive 
tariffs, and economic unbalance which caused maldistri- 
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bution gold. For these, governments are certainly respon- 
sible. The war naturally imposed severe strain upon world 
economy from which has not yet recovered and long 
two-thirds the total governmental income the leading 
nations devoted paying for past and preparing for future 
wars, recovery will necessarily more difficult. is, there- 
fore, becoming increasingly evident that the burden arma- 
ments must reduced and that nations must find cheaper 
and better way settle their disputes. 

was proper exact Germany payment for reparations 
the extent her ability, but was not wise demand such 
huge payments and then erect barriers which made im- 
possible for her pay goods services, leaving her the 
alternative defaulting securing through loans abroad 
the exchange with which make the transfers. She chose the 
alternative borrowing and the funds thus secured gave 
stimulus her economic life and enabled her for several years 
meet the instalments reparations, until the source 
supply credit ceased result the depression and loss 
confidence which increased the violence the crisis. 

For several years preceding the depression the United States 
(and also England) made large loans and investments abroad 
Germany and other countries, thus increasing the purchas- 
ing power the debtor nations and incidentally our exports. 
The debtor nations, particularly Germany, thus became de- 
pendent upon securing foreign credits for meeting their inter- 
national obligations, and the case the United States, the 
maintenance the volume its exports became more 
dependent upon the continuance the export capital, the 
outflow which had been stimulated the abnormal influx 
gold. 

However, during the speculative boom that ended the fall 
1929, American investors lost their appetite for foreign 
investments and finally when this supply money debtor 
nations stopped and they began reduce their purchases and 
find impossible meet their foreign obligations, exports 
fell, surpluses piled up, prices went down and unemployment 
increased. Instead facilitating the settlement inter- 
national balances the shipment goods, the world had 
gotten into the habit depending too much upon credit for 
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balancing accounts, and making credits take the place 
goods. account the excessive use credit are today 
suffering from excessive restriction credit, because in- 
vestors who one time had faith almost every kind 
foreign security, are today inclined afraid all foreign 
securities. well learn from past experience but 
mistake get too much out it. 

The world has become interdependent economically that 
cannot function without credit. essential that the 
supply credit maintained, but should extended 
wisely for productive purposes. is, therefore, the utmost 
importance for the leading nations take such steps may 
necessary restore confidence, without which the credit 
for meeting the world’s needs will not available. 

While not possible for one nation alone work out 
the depression, each nation can much help itself de- 
fending its own credit and thus contribute general amelio- 
ration. would now seem that through suffering the world 
coming its senses. There are hopeful indications that the 
leading nations are now disposed the adoption 
measures restore confidence and political stability. 
they will only that and also reduce the burden and threat 
armaments well the harmful restrictions trade and 
commerce, may soon begin enter upon period peace 
and prosperity such the world has not before enjoyed. 
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DEMOCRACY THE WORLD CRISIS 


HON. ALBERT RITCHIE 
Governor Maryland 


may take some comfort from the thought that this 
not the first crisis this old world ours has 


faced and survived. What confronts seems 
much state chaos crisis—a chaos fears, per- 
plexities, uncertainties and demoralization. could all 
once get our feet the ground, see things whole and recover 
our morale, this crisis would over the sooner. The world 
not coming end because England goes off the gold 
standard France refuses use her plenty pay her 
debts help her ancient enemy. 

the world once more sick, indeed is, and has 
often been before, may also take some comfort from the 
fact that never before history has its best intelligence been 
mobilized and concentrated trying find out what 
wrong and what Perhaps have too many doctors 
the bedside. Too many plans and experts. Too much 
diagnosis and prognosis. Too much talk and too little action. 

For one, not presume qualify bedside expert 
pass judgment what should and should not done. 
Foreign debts, reparations, armaments, tariffs, stabilized cur- 
rency, better international banking—most have our own 
ideas all these things, some them formed more 
less imperfect information, inevitable. has seemed 
perhaps worth while ask ourselves just how well 
democracy meeting this world crisis and what can con- 
tribute its solution. 

Someone has said that the optimist politics likely 
inconstant and even dangerous because does not take into 
account the great difficulties presented his projects. can 
sometimes sympathize with the pessimist politics, but never 
with the pessimist democracy. conviction that 
never before was faith democracy well justified now 
this very crisis, and that democracy alone offers the one 
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and only medium through which the modern world can find 
fulfilment—the one route which can and will find its 
way out the present morass. 

The essence democracy peace, good-will, understand- 
ing, faith, and the ability group codperate with group. 
Are not these after all the very qualities which sound de- 
mocracy should strive translate into sound foreign policy? 

Assuredly not wish become mired Europe’s 
politics, and only floundering statesmanship, one blind 
our national instincts, could bring this about. But are 
not abandoning our traditional sound policy political isola- 
tion move forward policy essential economic 

National boundaries and economic boundaries longer 
seem have much relation each other. Economic mis- 
takes are not confined the country making them. They 
are costly everywhere. They are not limited one continent 
even. They may cross the ocean another. whether 
would have not, whether would rather back 
the old order forward the new, the fact that when 
economic considerations are involved, must all work for 
the good all, and help each other would help ourselves. 
longer can just stand the side lines and criticize. 

economic sense, self-help coming mean mutual 
help. World crises are arising which must 
with other nations, either for our own welfare because 
the responsibilities which our leadership the world places 
onus. The Kellogg Pact authentic and democratic ex- 
pression this implse. The general moratorium 
and our banking consortiums have certainly had the approval 
this democratic nation, and all democracy need ask now 
that further help open and constructive, that appraise 
rightly the extent which our own prosperity and peace may 
affected the prosperity and peace Europe, and that 
whatever steps are taken guided our own interests 
sound economics and not self-serving politics. 

With human nature is, may too much expect the 
world beat its swords into plowshares and its spears into 
pruning hooks; but history has taught anything, the 
absurdity and futility war; though unfortunately has 
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also taught that wars will never cease because their 
futility. believe that the greatest insurance against war 
virile democracy, capable and empowered assert its 
democratic will. 

The last war has certainly taught that this modern 
world nation can really profit the defeat the mis- 
fortunes another. Militarism and democracy can never 
trot together the same harness, for they are the negation 
each other. One vital function vital democracy 
drive home this truth, and strive for peace, and for lifting 
from the people the burdens costly and excessive armaments 
stored for wars which may never come, unless indeed the 
very existence these armaments supplies the impulse. 

order make that good-will and which are 
implicit democracy function this world crisis, better 
understanding between nations perhaps the first step; and 
here one need have fear the new order conferencing 
which has become fashionable among the heads states, even 
though these conferences may some extent gestures 
still have about them something the atmosphere mystery, 
secrecy and suppression the old diplomacy. 

Perhaps more hoped for the conferences 
bankers and economists, for this crisis the more authentic 
elements functioning democracy are economic rather than 
political. These economists will tell us, believe, that 
can never collect our foreign debts unless country put 
our house order receive payment goods and 
services, and that terms least world prosperity, the 
world crisis will not solved until more unrestricted and 
balanced trade among nations reéstablished, and the channels 
normal and healthy credits charted and national budgets 
balanced. The problem not exclusively one the status 
reparations and debts and gold standards—serious 
these are. 

may that the greatest service democracy could for 
the world settle permanently the status international 
obligations and the assessments the victors the van- 
quished. great deal camouflage and political maneuver- 
ing, however, evident this situation. 

There seems little doubt that the payment the debts 
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due the Allied nations depends upon the payment the 
reparations due Germany The two extremes may 
be, the one hand, Germany overwhelmed with reparation 
payments she cannot make and still prosper, and, the other 
hand, scaling down forgiveness all international obli- 
gations, including those due us. carried the point 
cancellation, the latter would let Germany out, and let the 
Allies out, and transfer the cost the war, far repre- 
sented our foreign war debts, from the shoulders our 
former Allies the shoulders our own people. govern- 
ment seems ready yet admit that these things may so, 
and yet the American taxpayer should feel that forego 
the debts and assume them himself would cure the ills the 
world and would also promote his own ultimate welfare, 
believe would make even that present sacrifice cheerfully 
but the added burden would great that should not 
asked this altruistic grounds alone. entitled 
shown that this would our own national advantage, 
and that burden proof should fully met. Here certainly 
must look sound economic rather than political leader- 
ship, and enlightened spirit democratic relations be- 
tween the peoples involved, which the war’s aftermath 
international hatreds, prejudices and misunderstandings can 
yield. 

far our own country concerned, are all conscious 
serious maladjustments and readjustments. Perhaps 
good deal our demoralization due fear that this world 
crisis has put democracy test cannot meet, and that 
instead the war making the world safe for democracy 
has done quite the opposite. 

What should realize the superb showing our own de- 
mocracy making this crisis. Abroad see the tumultuous 
play all sorts forces—socialism, communism, Hitlerism, 
dictatorships the the rule autocracy, plutocracy, 
black shirts, red shirts and what not. Doubtless many 
are wondering how our own democracy will react ferments 
the same kind. 

But any them are here, only unappreciable 
extent. With us, very few revolutionary tendencies, hardly 
any demagoguery and disorder. must indeed 
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prophet despair and blind what democracy has done and 
doing now, doubt the best medium through which the 
modern world can best function and best find fulfilment. 

have faith that is. Science and invention have given 
new world with new outlook and philosophy life. 
have seen great changes, and still greater ones will follow. 
Old values are being revalued. Old ideals are giving place 
new. Man has developed knowledge and technique 
which can shape and control and multiply his own energies 
and those nature, and make mar his institutions and his 
destiny. And through democracy that can reap the 
new harvest this new world has made possible, better than 
any the social-political frameworks the historic past. 

true that political democracy will often yield the 
defects its virtues and the limitations poor old human 
nature. can and does succumb the blind passions the 
mob and sometimes follows the charlatan and the fool. 
can make cult inefficiency Babbitry, intolerant 
and hysterical. 

But the democratic organism whole will always save 
and perpetuate itself responding some higher laws 
its which may not understand, but which 
nevertheless control it. this mean that democracy not 
creed but mode organized life. the product not 
alone political but racial and spiritual experience well. 

Science now shows that all life, like nature itself, 
state constant change and shaped and controlled, 
not once thought and still like think, fixed creeds 
and formulae, but experience. Neither politics nor 
economics can one say that this that principle fixed and 
immutable, that this that institution creed, class 
custom rests eternal foundations. Democracy better fitted 
meet this law life than any social-political economic 
device the world has far been able discover evolve. 
The decline and fall monarchic and political absolutism was 
inevitable this new world the twentieth century was 
the downfall the ancient tyrants. 

is, course, common political gesture pay tribute, 
democracy does, the common man and the people, 
but there sound sense too. The education, learning, 
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wisdom, science, religion, philosophy, even the common 
sense individual group equal the combined wis- 
dom and judgment the people. The problems govern- 
ment, you prefer life itself, are intricate and 
deep human soundings that statesman can afford 
neglect the wisdom the commonest common men. 

government supermen would fail because its lack 
understanding every-day people. You cannot avoid the 
clash classes and groups and divergent interests any form 
society, and the only successful the 
methods and machinery democracy. This true the 
international picture. The World War resulted from the 
fallacious application group dictatorship and the ignoring 
the common man, and the Treaty Versailles, spite 
all the fine idealism Woodrow Wilson, became the product 
this same undemocratic grouping fortified the spirit 
war and prejudice. this treaty has failed, because 
was not conceived the spirit democracy, just the 
Russian system bound fail for the same reason. 

Democracy the one method which international 
public opinion can created and made effective. Commerce, 
banking, science, education and the arts have had difficulty 
about this. They find easy establish contacts and under- 
standings through the medium their respective interests. 
And the war taught that the only concord which might 
bring peace and prosperity the world concord the 
peoples. This can attained only through democracy the 
spiritual medium through which the restorative forces the 
world can best work. abiding faith this moment 
the world’s history, first importance. 

Perhaps there sort economic determinism rhythm 
history that shapes events spite all our planning and 
directing, that all can little more than keep clean 
and unobstructed the channel which the river life must 
flow, for flow must. And this world crisis, wonder 
whether should not see our problem more terms 
humanity, least life and living, and whether there 
not misplaced emphasis overvaluation the 
materialistic and self-seeking aspects the crisis, and for- 
getting those deeper elements and forces which the last 
analysis are spiritual. 
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Man, Aristotle said, may political animal, and his 
economic activities may seem selfish and materialistic 
the classic economists assert, but just the same the ultimate 
and real forces which control humanity and shape its destiny 
are spiritual—things the spirit: love, hatred, patriotism, 
good-will, justice. Here too there chaos. Russia under- 
takes abolish religion law and build social 
structure hate; India bases passive rebellion enormous 
magnitude its oldest religious formula, that hatred does 
not cease hatred but ceases only love. 

our own immediate case one bound times wonder 
what spiritual forces are work with this crisis and what 
are the real values seek. detached observer might think 
that are interested only Mars and Mammon; and might 
wonder why talk only gold and profits and debts and 
balances trade and disputed national rivalries and pros- 
perities. The Apostle Paul, imagine, would say worship 
strange gods, least that live not after the spirit but 
after the flesh. 

Democracy means what have said, constructive help 
found more living and spiritual faith it: faith 
that expresses itself deeds instead words. may 
too much hope for universal brotherhood, but one can hope 
for that universal good-will and understanding and 
tion which the essence democracy. 

For spiritually and idealistically, and even politically, de- 
mocracy envisages itself social order which men 
associate upon equal basis common human- 
ity. Perhaps this world crisis would vanish could see 
more the democratic framework common humanity. 
Perhaps would vanish more emphasis were placed 
those deeper forces which are implicit democracy. Perhaps 
little more the Christian doctrine love and 
and neighborliness would more useful than all the plans 
and planning our bankers, our diplomats, our conferees and 
our sons Mars and Neptune. Perhaps then would 
permissible say again with Browning, that God His 
heaven and all right with the world. 
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NEW PROBLEMS AND METHODS GOVERNMENT 


JAMES SHOTWELL 


Director, Division Economics and History 
Carnegie Endowment for International Peace 


TAKE that the duty imposed upon the fourth speaker 

terms with reference, this case, the fact that 

are not the best all possible worlds, are making the 

best the world is, and then, having harmonized our 

various conflicting philosophies, home happily conscious 
deed well done. 

But listened the speeches the evening found this 
benediction slipping from me. The work harmonization 
seemed somewhat difficult bringing together the break- 
down government and the legitimacy democracy. Yet 
think might done, and will ask you give your 
sympathy while attempt this task. 

The breakdown government has been asserted more 
other countries than our own, but when has broken down, 
stronger governments have arisen take the place the 
governments challenged. that are not devoid 
governments one kind another the world today; and 
far their action goes, strong ever the world’s 
history. 

Moreover, you look over the history the nineteenth 
century—I take you back only that far—and come our 
present conditions, you will see that the field politics the 
most outstanding thing the widening the scope govern- 
ment. began widen this country the closing nine- 
ties, the last decade the nineteenth century, alarming 
way those who would alarmed. This was the case still 
more the decade that followed, especially under Roosevelt. 
Then government broadened out cover almost every activity 
organized society. And now afraid that, viewing this 
problem historian, have hope its ever becoming 
less complicated. 
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The reason for this conclusion that politics has become 
different thing from what was the past. When societies 
lived together and managed their affairs what call folk- 
ways—the familiar application the wisdom the fathers 
the sons, for generation after generation—one could look 
experience the master life because life repeated itself, 
century after century. Then politics could leave things alone 
except time clash interests, crisis. But now that 
has all been changed the dominant fact today, which 
modern science. matter how often are reminded its 
achievements the advertisements our papers and 
articles and books, impossible conceive the extent 
the revolution introduced into human affairs the 
scientist’s discoveries and inventions. impossible get 
the full imaginative picture what has taken place, when 
time and space and the fundamental conditions our living 
are taken over from routine and placed the hands endless, 
endless change; for when invention steps modify human 
environment, this turn produces another modification the 
environment, and on, forever. New inventions are called 
in, geometrical ratio, that there stopping from 
now the process endless change. 

This the greatest revolution all human history from 
the Ice Age down, this one which are living. The 
implications are that must organize the most 
effective social and political organizations deal with these 
forces that have their grip. The fact that have made 
mistakes does not mean that should give the task. Our 
present world full our mistakes: the tragic mistakes that 
led the 1914 event; the events that are taking place Asia 
now; the mistakes the adjustment social justice, which 
reluctantly grant and too often refuse; and above all 
the fundamental mistake trying face the exigencies 
this new world the old repetitive process ancient pre- 
judice and habit mind. The challenge which has come 
democracy whether can find the suitable, pertinent means 
for expressing this new adjustment our day. doubt 
whether the old mechanism politics, which goes back the 
Greek agora, the discussion method amateurs—so often, not 


always, amateurs things great miscel- 
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laneous body called parliament, adequate cope with the 
technical details adjustment which has made 
the immediate present. 

How can better the method, cannot lessen the scope, 
government? Can really develop any way thinking 
about the facts their implications and realities they con- 
front us? One way the use fact-finding commissions. 
Politics differs from the scientific consideration means 
end just this regard, that its interest centers upon what 
people think other people might thinking about them 
they did this that, rather than what would the effect 
doing the thing itself. You apply that senatorial mind, 
and you will see what mean. The need fact-finding com- 
missions fundamental; but this method must studied 
technique and not applied hoc men who, though well 
trained other ways, have never thought the procedure 
commissions and know nothing the application the 
vast and intricate and elusive forces politics. 

the great decisions history, must made pertinent 
its purpose parliament was while those conditions continued 
exist which the thirteenth century brought into exist- 
ence. must have the technique our fact-finding com- 
missions thought through, systematized, made pertinent the 
end view. Then must know how use the facts which 
are found, because discredits one the most important ad- 
vances political procedure if, having got our facts estab- 
lished, then turn the professional politician—the person 
who thinks what the other person thinks another person 
may think about him acts the ascertained fact—and 
ask him what shall done. That blundering, haphazard 
method, frankly unscientific and ill-adapted deal with the 
tremendous issues our changing world today. that all 
democracy has offer, then our hopes its ability make 
good its own aspirations will almost certainly deceived. 

Now the reform the method government which 
should propose pertinent this fundamental problem 
the politics democracy that should reform the 
political parties themselves, not merely with reference this 


that specific issue policy, but with reference their 
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purpose and technique. They should make little more 
aware the exact issues that confront any given time. 
Instead being reservoirs ancient prejudice the instru- 
ments the dynamics conflict, they should schools the 
technique clear thinking and direct action toward given 
goal. This reform such dimensions that cannot 
achieved over night. will never come about improvising 
few committees toward election time. The great parties 
democracy should adopt the technique which the Socialists 
have used insisting continuous and careful study 
the economic and political facts which confront nation, and 
seek the solution investigation and research. course, 
the investigations are this instance determined doctrin- 
aire considerations and their conclusions are largely precon- 
ceived. Nevertheless, Socialism produces actual study 
actual facts way which older political parties have never 
learned. Let these parties face the problems the day with 
applied intelligence instead emotion, and then democracy 
may face the future with something that confidence which 
lies the substance its vision. Then can meet the crises 
which await it, not tentative and faltering measures, but 
with the pertinent means for solving them. But can never 
achieve this waits until the crisis comes. Crises always 
confuse the issue. They bring emotional outlook instead 
clarity judgment. must have the study and applica- 
tion the right kind procedure the quiet times before 
the crisis comes. Unless do, ladies and gentlemen, 
shall not use the right procedure the time crisis. 

That kind schooling and thinking carries over into 
the field international relations. need conceive 
League Nations—and conceive the one that now 
existence—as not being kind defense against the 
marching armies that have begun already disrupt the 
world’s peace. need think conference the way 
which Mr. Davis described it, building the fabric 
civilization, with prosperity the safeguard for peace. 
need think that quiet, undramatic method which these 
maladjustments the world today can grappled with; and 
they can grappled with other way effectively and 


safely. The League working that way should appeal the 
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intelligence those who may perhaps falter its support 
the time crisis. should there learning conference, 
instead learning pour ridicule conference with Will 
Rogers every morning. should learn seriously that that 
method, which third parties standing present give the 
calm note reasonableness heated disputes, essential 
the world there shall peace. 

will give you one example this method, and then 
done; not the League this time, but the Institute Pacific 
Relations, because know that Mr. Houghton will dis- 
appointed don’t take him China before end this 
session! When the Institute Pacific Relations was meeting 
Kyoto two years ago, the question Manchuria came before 
us. had visited China month before and found 
among those met bankers, professors, publicists, 
statesmen confidence that there could anything but 
ultimate war settle that dispute. However, went the 
problem Kyoto the Conference the Institute Pacific 
Relations, following new technique. said that would 
not discuss the Manchurian one issue, because 
did should confusing many different questions 
under single name. taken whole, the question 
would become one the good faith the nations concerned. 
But could divide into what were the elements 
the problem, using simple analysis, should find that rail- 
way leasehold was one question; that another was the pro- 
tection Japanese settlers under Japanese law that 
the local authority—the claim extraterritoriality then there 
was the question investments; all which are distinct from 
the ultimate question whether there was implied 
imperialistic design the part Japan. 

said that would not begin with that ultimate question, 
but deal with the others first. What about railroad owned, 
least largely owned, the government one country 
and running over the territory another, the case 
the South Manchuria Railway? happened have with 
one the directors the Canadian National Railway, with 
terminals Chicago, and Portland, Maine, went the 
question pure question railroading: how one could run 
international railway. the time two days had been 
[603] 
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spent that, the war emotions had subsided from those 
around the table. They were thinking terms running 
concern, how the business could better organized. The 
South Manchuria Railway was spending some Yen 30,000,000 
year for police; would not better spend that another 
way? Most decidedly. How would you handle that? 

Then came the next question, that the settlers 
Japan the soil China. This brought into the common 
problem American, British and other extraterritorial rights. 
the end the time those who had said week before 
that there was possible solution the issues Manchuria 
came around and admitted that they knew then there was 
possible, reasonable solution, the disputants only had the 
sense apply it. 

Now, this was new technique discussion. Part it, 
least, was new. For one thing that made success was 
that insisted that there should resolutions the end, 
votes, but simply analysis, simply clarification. And 
was magnificent illustration the value not having vote 
informal meeting, when the vote would not matter 
anyhow; because then you got full and free discussion with 
preoccupation how you were justifying your vote 
resolution that was come later time. 

The last word got from Japan after the close the Con- 
ference was wireless mid-Pacific from the former Assistant 
General Manager the South Manchuria Railway, which 
literally read thus: not discouraged. are going 
ahead settle this thing sensibly.” 

That possibility was not followed up, but conviction 
that may the kind thing which will intervene between 
and continuing anarchy the Far East. 

that kind thing internationally and nationally, the 
direct application quiet reasoning and experience tech- 
nical affairs, which take may the supreme lesson this 
crisis. For unfortunately, Mr. Chairman, mankind seems 
learn only from catastrophe sufficiently readjust its major 
difficulties and this catastrophe before the world tonight, with 
the hardship and the tragedy all civilized nations, may, per- 
haps, teach how democracy may make government effective. 

[604] 
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